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GIVE YOUR — SOMETHING | 


% GREAT NORTHERN 
WELL | RAILWAY HOTELS 


FOR COMFORT, CUISINE 


WORTH | AND SERVICE 


aetthinans | ROSTREVOR 
THEIR | G Co. DOWN 


On Carlingford Lough. Golf Links 
Mild and Sheltered 
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| Z Co. DONEGAL 


On the shores of Donegal Bay 
Championship Golf Links 


y Telephone: 24 
The P.P.J. Home Safe 
P.P.J. book-banks serve a double purpose. They actively y 

aving and, with your name and address em- 4 G R é E Py re] 34 g 


encourage si 
bossed on the smart, leather-cloth cover, they are an 4 
excellent advertising medium. Co. LOUTH 
Strong and solid, with a slot for coins and a circular ; : 
aperture for notes, P.P.J. book-banks are serving leading On Carlingford Lough. Golf Links 
Banks, Building Societies and Insurance Companies all Telephone: 3 


over the world 



































Apply to 
MANAGERESSES or at PRINCIPAL 
STATIONS 


Please write to us to-day and we will gladly send you 
samples und prices s of the P. r 7. ¢4 ok- aos Home Safe 


PEARSON -PAGE-JEWSBURY CoO., LTD 
(Dept. M) Westwood Works, Birmingham, 6 
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BRADBURY, WILKINSON & CO.,, LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 
and 
ALL DOCUMENTS OF SECURITY 
ae 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN ipeeene? E.C.2 
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BANK OF IRELAND 


ESTABLISHED 1!783 





Head Office : 
COLLEGE GREEN, DUBLIN 


Capital (Paid Up) - £2,769,230 
Reserve - - - £3,690,000 
Total Assets - - £88,575,683 


98 Branches throughout Ireland 


LONDON AGENTS 


BANK OF ENGLAND 
COUTTS & CO. 





Every description of Home and Foreign 
Banking Business Transacted 









































THE 
MUNSTER & LEINSTER 
BANK LIMITED 





CAPITAL SUBSCRIBED~ - - - - - £1,875,000 
CAPITAL PAID-UP_ - - - - - - £750,500 
RESERVE FUND - - - - - - £1,159,000 
DEPOSITS, etc., at 3lst Dec., 1951 - - - £62,346,000 
HEAD OFFICE - - - SOUTH MALL, CORK 


The Munster ¢ Leinster 
Bank Lt d. 











MEAS OFFICE * 
SOUTH MALL CORK Reus = 
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The Bank has over 200 Branches and Sub-Branches throughout Ireland 


BANKING SERVICES OF ALL DESCRIPTIONS ARE AVAILABLE FOR THE 
PUBLIC 


CURRENT ACCOUNTS OPENED ON USUAL TERMS. 
DEPOSITS RECEIVED AT INTEREST. 


THRIFT SAVINGS ACCOUNTS. THE SMALLEST SUMS MAY BE DEPOSITED. 
INTEREST ALLOWED. HOME SAFES ISSUED. 


FOREIGN EXCHANGE BUSINESS TRANSACTED. 

INCOME TAX CLAIMS PREPARED AND INCOME TAX RECOVERED. 
EXECUTORSHIPS AND TRUSTEESHIPS UNDERTAKEN. 

VALUABLES RECEIVED FOR SAFE KEEPING. 
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Facts for 
the investor 




















In the first half of 1952 :— 


Ninety eight per cent of the loans approved by this 
Society were secured on private residential property. 





These loans were well distributzd geographically 
throughout the Society’s eight administrative regions, 


Viz. :— 

London Region ....16°,, N-Eastern Region......... yA 
Southern Region.....16°,., N-Western Region.......... |e ae 
Western Region .....13°  SCOTLARA 0000.0. oocccseessscsseoee 6°, 


* The average amount loaned was £978. 
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These facts are evidence that when you invest your money in * 
the Co-operative Permanent it not only serves the useful purpose 
of helping men and women to buy their own houses but is safe- 
guarded by a wide geographical spread. 


pLKO) 
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INCOME TAX PAID 


CO-OPERATIVE 
DERMANENT 


BUILDING SOCIETY 
NEW OXFORD HOUSE, LONDON, W.C.I 


TELEPHONE : HOLBORN 2302 


City Office: 163 MOORGATE, E.C.2 


TELEPH ONE : MONARCH 3556 7 


Personal investments up to £5,000 
earn 23°. income tax paid by the 
Society—equivalent to 41% 
where the investor is liable for in- 
come tax at the full standard rate. 
Assets at 31 December, 1951 


£66,000,000. 
















































ESTABLISHED 





THE LARGEST TRUSTEE SAVINGS BANK IN IRELAND 


TOTAL FUNDS EXCEED £48,000,000 
SURPLUS EXCEEDS £ 950,000 


BELFAST SAVINGS BANK 





The Bank is a Trustee Savings Bank, certified under the Act — 
of 1863. It offers a complete savings service with sound 
security. 





Head Office: ARTHUR STREET, BELFAST 


























PROVINCIAL BANK OF IRELAND LIMITED 


ESTABLISHED 1825 








TOTAL ASSETS (31/12/51) - - - exceed £38,000,000 





HEAD OFFICE: 8 THROGMORTON AVENUE, LONDON, E.C.2 
(BELFAST—Chief Office: Royal Avenue) 


115 Branches and Sub-Branches 








BANKING BUSINESS OF ALL KINDS TRANSACTED 
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ESTABLISHED 1839 


IONIAN BANK 
LIMITED 


Authorised Capital - - - . - £1,000,000 
Subscribed and Paid Up - - - - £600,000 
Reserve Fund - - - : - - £200,000 


The Ionian Bank was founded at the suggestion of the British 


Government by a group of London bankers to provide a bank of 


issue and British banking services for the lonian Is'ands, then 
under the Protectorate of Great Britain. In the intervening 113 
years it has expanded its organisation throughout mainland Greece, 
the Aegean and the Dodecanese. The Bank has also been operating 
in Egypt since 1907, where it has recently opened a branch in 
Cairo, and in Cyprus since 1926. The Bank now has nearly 40 
branches in this important area. It is thus able to offer its 


customers a comprehensive banking service and the benefit of 


over a century’s experience of trade in the Levant, where it is the 
only British Bank operating in all three territories, Greece, Egypt, 
and Cyprus. 


HEAD OFFICE : 
25/31 Moorgate, London, E.C.2 


GREECE : 
ATHENS 
Alexandroupolis Amarouss! Argos Calamata Cavalla 
Cephalonia Chios Corfu Hania Iraklion 
Kiato Kiphissia Mitylene Nauplia Patras 
Piraeus Rhodes Sparta Thessaloniki - _ Tripolis 
Zante 


EGYPT : 
ALEXANDRIA 
CAIRO 
Beni-Suef Damanhour Fayoum Mansourah Minieh 
Tantah Zagazig 


CYPRUS : 
NICOSIA 
Famagusta Kyrenia Larnaca Limassol] Paphos 
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In this old-established manufacturing firm 


there is no such thing as 
a new generation. 


The consolidated fund of 


technical knowledge and commercial experience 


passes freely from seniors to juniors 
and all contribute 
to its increase as a matter of course. 


We have a theory that 

between rate of growth in years 
and rate of growth in size 
there is an ideal ratio. 


Having expanded continuously 

but unspasmodically 

for a hundred and eleven years 
we opine that 

the well-knit W T & C enterprises 
come within the orbit 

of that ratio 








WHITE'S WAFER OATS 
FLAKED RICE 

TAPIOCA FLAKES 
BRISKIES: R.S.O. FOOD 
WHITE'S JELLY CRYSTALS 
TABLE CREAMS 

and other proprietary foods 


ESSENCES, FLAVOURS 
and COLOURS for bakers, 
sweet manufacturers, 
mineral water trade, etc. 





WHITE, TOMKINS 


& COURAGE, LTD 





BELFAST 
TANDRAGEE 


LONDON 
REIGATE 


LIVERPOOL 
Established 184] 









































Established 
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ANKING facilities of every 
description are _ available, 
and specially organised depart- 
ments are maintained for 
Foreign Exchange, Income Tax 
and Executor and Trustee 
business. 
The Bank is also prepared 
to act as Agent for Foreign 
and Colonial Banks. 





HEAD OFFICES : 


; 13-17 OLD BROAD STREET, LONDON, 
and 
25 BRANCHES IN ENGLAND AND WALES. 
IRELAND 


BELFAST, LONDONDERRY, MAGHERAFELT, 
DUBLIN, CORK, LIMERICK, WATERFORD 
and 
in all of the Principal Cities and Towns. 





AGENTS AND CORRESPONDENTS THROUGHOUT THE 





i —E 


THE 
LIMITED 
MEMBER OF THE LONDON BANKERS’ CLEARING HOUSE 
CAPITAL SUBSCRIBED-..._ £7, 500,000 
CAPITAL PAID-UP ....__ £1,500,000 
RESERVE FUND__...__..._ £1, 380,000 
DEPOSITS (31-12-51) .._.._—-£75,559,000 









E.C.2 


WORLD 





— 





ahdiiaiiaeeinanitametdend 












































NORTHERN BANK 


LIMITED 
Established. 1824 


OLDEST JOINT STOCK BANK 


IN IRELAND 
TOTAL ASSETS EXCEED 
£45,000,000 





In addition to a 


Complete Banking Service 


including 


a Foreign Department through 

which the Bank establishes direct 

contact with all the principal 
Overseas Markets 


Special Departments 


are available for 


TRUSTEESHIPS 
EXECUTORSHIPS 


nd 


CLAIMS FOR REPAYMENT 
of 
INCOME TAX 


Head Offfice : 
VICTORIA ST., BELFAST 
Chief Dublin Office: 


114 GRAFTON ST., DUBLIN 
168 Branches & Sub-Branches 


London Agents: 


LLOYDS BANK, LTD. 

































In the 
Seaports of the East... 


from the Arabian Sea to the 
Pacific Ocean the branches of 
the Chartered Bank perform 
a wide range of banking services 
connected with overseas trade 
and local industry. 

Merchants and manufacturers 
in the United Kingdom 

who trade into the East are 
invited to consult the Bank’s 
managers in London, 
Manchester and Liverpool. 
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THE CHARTEREC BANK OF INDIA, 
AUSTRALIA & CHINA 


Incorporated by Royal Charter, 1853) 


Head Office : 

38 Bishopsgate, London, E.C.2. 
West End (London) Branch: 

28 Charles Il Street, London, S.W.1. 
Manchester Branch: 

52 Mosley Street, Manchester, 2. 
Liverpool Branch: 

27 Derby House, Liverpool, 2. 
New York Agency: 

65 Broadway, New York, 6. 

Branches of the Bank aré established at mest 


centres of commercial importance throuzhout 
Southern and South-Eastern Asia and the Far East. 




































ULSTER BANK LIMITED 


ESTABLISHED 1836 
Affiliated to Westminster Bank Limited 





Capital Authorised and Subscribed - - - £3,000,000 
Capital Paid Up - - - £1,000,000 

£2,500 ,000 
Reserve Fund - - - - pg 





COMPLETE BANKING SERVICE 


With Special Departments for the Transaction of 
Executor and Trustee, Foreign Exchange, and 
Income Tax Business. 











By means of 111 Branches and 75 Sub Offices throughout Ireland 
and through Agents and Correspondents in all parts of the world 
the Bank offers a comprehensive service transacting every type of 

Banking business. | 


HEAD OFFICE : WARING STREET, BELFAST 
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What’s Murray Bridge to you ? 


Perhaps not very much. In reality it is a thriving town 
amid the vineyards of South Australia. Its social and 
economic conditions are its own and, like most other 


Australian communities, it has a branch of the 





Commonwealth Bank. The knowledge of local 
commercial conditions that the Bank obtains 
from its branches throughout Australia is therefore 
detailed and to the point. British exporters are 

welcome to make use of this nationwide 
knowledge to assist in their entry of the Australian 


market. Our Financial Information Service is 





available from Australia House in the Strand. 


The Commonwealth Bank | knows | Australia 








COMMONWEALTH BANK OF AUSTRALIA 
COMMONWEALTH SAVINGS BANK OF AUSTRALIA 
& Old Jewry. London, E.C.2. And at Australia House, Strand, W.C.2. 
























THE ENGLISH, SCOTTISH & 
AUSTRALIAN BANK, LIMITED. 








* 
Subscribed Capital .. a a oa £5,000,000 
Paid-up Capital a 7 oo = - £3,000,000 
Further Liability of Proprietors - ..  £2,000,000 
Reserve Fund = oa a a ..  £2,000,000 | 
e 





With more than 400 Branches in Australia and a network of Agents and 

Correspondents in all Overseas countries, this Bank is able to give prompt 

response to enquiries concerning exchange transactions, import/export 

regulations, collections and remittances, credit reports, letters of credit and 
every other type of Banking business. 





Address enquiries to Head Office : 
5, GRACECHURCH STREET, LONDON, E.C.3. 
J. A. CLEZY, London Manager and Secretary 
Chief Office in Australia: Collins Street, Melbourne. 





































The Thou* is a Wily Beast 


Give a thou half a chance and he 
will do the oddest things, such as 
making typewritten characters j¥,,P uP and 
dowy on the page. This is shocking and 
we are very stern about it. 

We discipline our thou’s, controlling their way- 
wardness by as rigorous a system of testing as has 
ever been devised. A typewriter, if it be worthy 
of the name, is an intricate mechanism, made 


: ” f 
¥. , , 
— ,t A’ = . 
‘ . /\ J : : ELD 
. . V 
verv accurately. And having to be so accurately 
made, isn’tita wonder that the Imperial Good Companion 
is such a hard-working, knock- 
about, quick-typing, long-living 
BZ r easily-transportable and inex- 


pensive portable typewriter ? 
x Abbreviation used among engineers for one 
thousandth of an inch. 















PRICES FROM £22.10.0 


e Imperial 


IMPERIAL TYPEWRITER COMPANY LIMITED - LEICESTER 
CRCS 















What every firms 
stationery buyer should have 


Here is a quick, convenient way to help you select business envelopes. 
The Pirilex-bound catalogue of sample * River Series’ envelopes 

is a sensible and practical means of assisting you in vour choice ; 

it is sent to you free on application, together with a size chart. 

The full range of ‘ River Series’ envelopes (in terms 

of the different sizes and papers available) totals over 

two hundred and sixty. It is therefore quite certain that vou will 
he able to find all the envelopes that vour firm may require for any 
and every purpose. You can be quite sure that the design, 
workmanship and materials of * River Series’ envelopes will 
make them a credit to your firm’s correspondence. 


If you will please complete and post the coupon sii 









below, we shall have great pleasure in 
sending off the * River Series’ 
Catalogue and size chart to 


vou straight-away. 


WHEREVER YOU ARE 
You will find that * River Series’ 


are easily obtainable and speedily delivered. 


en vel Pes 
Your 


local Stationer and Printer will readily arrange supplies. 


Pirie, Appleton & Co Ltd °* Chadwell Heath Mill ° Essex 


Please send me your Piriiex-bound catalogue of the *River Series’ 
range of envelopes, together with the size chart. 


SIGNED 
FIRM 


ADDRESS 




































































River 
Series 
envelopes 


{1 Product of 
Pirie, Appleton & Co. Ltd. 






































d by Captain Cal 





In 1770, Captain Cook took possession of the eastern coast 


of Australia, naming it “‘New South Wales”, 


“New South Wales” was still the name of all the settled 
part of Australasia when Australia’s first public company— 


the Bank of New South Wales—was established in 1817. 





This explains why the Bank which provides banking 
service at over 850 points in Australia, New Zealand, Fiji, 


Papua and New Guinea is still called — 


BANK OF 
NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 


MAIN LONDON OFFICE: 29 Threadneedle Street, E.C.2 — D. J. M. Frazer, Manager 
HEAD OFFICE: SYDNEY, AUSTRALIA 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIAPILITY) 


























GB5207A 















































Société Anonyme 


ESTABLISHED 1893 


HEAD OFFICE: 38 Churchill Street, ATHENS 
BRANCHES THROUGHOUT GREECE 
Also in EGYPT: 
ALEXANDRIA, CAIRO, PORT SAID 
And CYPRUS : 
LIMASSOL, NICOSIA, FAMAGUSTA 


LONDON OFFICE: 6 OLD JEWRY, E.C.2 


AFFILIATED BANKS : 


BANK OF ATHENS TRUST CO. 
205 West 33rd Street, NEW YORK, U.S.A. 
THE SOUTH AFRICAN BANK OF ATHENS, LTD. 
116 Marshall Street, JOHANNESBURG, 
Security Building, Exchange Place, CAPE TOWN 
Telegraphic Address: BANKATEN for Head Office and all Branches and Affiliated Banks 





BANK OF ATHENS 


Domestic and Foreign Banking business of every 








description with practical experience of the Near East 

















Guaranty Trust Company 
of New York 


Through its London offices, the first of which was opened in 
1897, through its offices in New York and Europe and its 
correspondents in all principal countries, this bank is able 
to provide its customers with world-wide banking facilities 


designed to meet their every requirement. 


LONDON OFFICES: 
Main Office Kingsway Office 
32 LOMBARD STREET, E.C.3 BUSH HOUSE, W.C.2 
Head Office 


140 BROADWAY, NEW YORK 


PARIS BRUSSELS 





Incorporated with limited liability in the state of New York, U.S.A. 





























NEW JE Me | ND Since its establishment 90 years ago, the Bank of New 
“4 7 taegie Zealand has been in the forefront of the Country’s 
—~land of development. Up-to-date information on every aspect of 

New Zealand trade is available to those with present or 
Prog ress projected interests in the Dominion through the complete 
and unrivalled Banking facilities provided by the Bank’s 
300 Branches and Agencies. 

You are invited to consult the 


BANK OF NEW ZEALAND 


Incorporated with Limited Liability in New Zealand by Act of 
General Assembly, 29th July, 1861 


London Office : Head Office: 
Pista : 1 Queen Victoria Street, E.C.4 Wellington, New Zealand 
o : Branches also at Melbourne; Sydney; Suva, Lautoka and Labasa (Fiji) ; 
Branches & . Yencles Apia (Samoa). Every type of Banking Business undertaken 

















TURKIYE IS BANKASI 


HEAD OFFICE: ANKARA 


CAPITAL: T.L. 5.000.000 
RESERVES AND PROVISIONS : T.L. 56.689.898. — 
DEPOSITS : T.L. 367.155.000 (at 31.12.1951) 
112 Branches all over Turkey. Foreign Branch : Alexandria 


Correspondents throughout the World. 


COMPLETE BANKING SERVICE. 


As the leading Commercial and Deposit Bank for business in Turkey it is in a position 
to help prospective foreign investors, or if necessary to co-operate with them. 














STOCKHOLMS ENSKILDA BANK 


ESTABLISHED 1856 


TELEGRAPHIC ADDRESS: NITTON — TELEX: 1190 


TELEPHONES: 22 1940 MANAGEMENT 221900 — POSTAL ADDRESS: STOCKHOLM 16 























TO BANK MANAGERS 
Please consult us—we have been established 
since 1772 — regarding your customers’ 
JEWELLERY, SILVER, COINS and MEDALS. 


We will gladly advise you free of charge 


SPINK & SON, LTD. 


By Appointment : 
Medallists to the late 5,6 and 7 King Street, Tel.: WHItehall 5275 


King George VI St. James’s, LONDON, S.W.1 4 lines 













































THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 
(Incorporated with Limited Liability under the Laws of the U.S.A.) 














; 


The Chase Banking organisation’s wide experience and familiarity with 





business and trade conditions on both sides of the Atlantic can be of great 


assistance to all those engaged an developing trade with the United States. 


The Chase Banking Organisation has Branches in: 
HAVANA, MARIANAO, SAN JUAN, P. R., SANTURCE, PANAMA, COLON, DAVID, CRISTOBAL, 
BALBOA, FRANKFURT / MAIN, HEIDELBERG, STUTTGART, TOKYO, OSAKA. 


The Chase Bank, Paris, 41 Rue Cambon. Special 


Representatives in 


Correspondents throughout the world MEXICO, D. F. 


Main London Branch: BUENOS AIRES 


6 Lombard Street, E. C. 3 ROME 
Bush House Branch: West End Branch: CAIRO 
Aldwych, W. C. 2 51 Berkeley Square, W.1 | soysay 





The Chase National Executors & Trustees Corporation Limited, 6 Lombard Street, E.C. 3 




















PANCADA, MORAES & Co. 
Beanhers 


37, Rua Augusta Teleg. Addr. 


Lisbon Pamoca 























BANQUE SUD BELGE 5.A. 


HEAD OFFICE: 
20, BOULEVARD DE L’YSER, CHARLEROI 
BRANCHES: 
CHAUSSEE DE BRUXELLES, 134 136, JUMET 
PLACE VERTE, |, FLORENNES 
CHAUSSEE DE LODELiNSART, 56, GILLY 


BELGIUM 
Telegrams : SUBEL for Head Office 
Codes : Peterson 3rd Edition, Bentley 














ee comes first, of 

course. That is the 
banker's primary duty. 
Then convenience. Every 
facility provided by a Bank 
has been contrived so as to 
make the handling of money 
easy—for you. For hun- 


dreds of years the services 


you enjoy to-day have heen 


Progress 









slowly evolving, improving. 
quickening, and as_ time 
passes there will be further 
progressive changes to meet 
new requirements. When- 
ever you enter the Bank. 
now or in the future. the 
service you receive will be 


the finest that skill and long 


experience can devise. 


DISTRICT 
BANK 


LIMITED 


BANKERS 





“2 6. ets - 


1829 














WORLD-WIDE 
BANKING 





The National City Bank of New York, with fifty-six 
overseas branches and banking correspondents in every 
commercially important centre throughout the world, 
offers businessmen a truly international banking service, 
and is especially equipped to advise on trade with the 


dollar countries. 


THE NATIONAL CITY BANK OF NEW YORK 


1812 ONE HUNDRED AND FORTIETH ANNIVERSARY 1952 





Incorporated with limited lebility under the National Bank Act of the U.S.A. 


HEAD OFFICE: S55 WALL STREET, NEW YORK 


LONDON OFFICES: 
CITY: 117 OLD BROAD STREET. E£.C.2. WEST END: 11 WATERLOO PLACE, S.W.1 
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Send for the Mlan from 
Memington Fland 


He has a wide personal experience of every branch 
ese of business, a specialist’s knowledge of all 
-_ office methods and technique. 


He can implement his suggestions from the world’s 
most comprehensive range of business 
machines, systems and equipment. 


Remington Fkand 
SYSTEMS, MACHINES 
AND EQUIPMENT 


... the easier way to Office Efficiency 


_— 





Write for booklet * The Easier Way to Office Efficiency’ to DeptOE 142 
REMINGTON RAND LTD., COMMONWEALTH HOUSE, | NEW OXFORD ST., W.C.1. Tel: CHAncery 8888 


XVil 























THE BANK OF ADELAIDE 


(Incorporated 1865 in Australia with limited liability) 


Invites the fullest use 
of its services 


The London Office is at 
lf, LEADENHALL STREET, E.C.3 


Telephone: MANsion House 2993 


Every description of banking business transacted. Complete information regarding 
Australian Trade available. 


{ 


Principal Offices in Australia :— 


ADELAIDE (Head Office) 
BRISBANE, MELBOURNE, PERTH, SYDNEY 


110 OTHER BRANCHES AND AGENCIES IN AUSTRALIA 




















The COMMERCIAL BANKING COMPANY OF SYDNEY Limited 


Established 1834 Incorporated in New South Wales with limited !iability. 
With which is amalgamated THE BANK OF VICTORIA LTD. 











AUTHORISED CAPITAL- - - - - - £12,000,000 QO 0 
CAPITAL PAID UP - - - - - «- - £4,739,012 10 0 
RESERVE FUND - .- - - 2+ + - £4,650,000 0 0 
RESERVE CAPITAL - - - -+- - = - £4,739.012 10 0O 
£14,078,025 0 0 
TOTAL ASSETS EXCEED - - - = - £A 14,128,025 0 0 
HEAD OFFICE: 343 GEORGE STREET, SYDNEY 
General Manager - - A. S. OSBORNE 
LONDON OFFICE: 18 BIRCHIN LANE, LOMBARD STREET, E.C.3. 
Manager - R.H.S.CAVAN Sub Manager - G. A. BROWN 


WEST END BRANCH: 49 50 BERKELEY STREET, W.1. 
Manager: A. C. McDONALD 


326 Offices and Branches in New South Wales, Queensland, Victoria, South Australia and 
Australian Capital Territory. Agencies throughout Australia and New Zealand and all other 
parts of the world. 

Drafts payable on Demand and Letters of Credit are issued by the London Office on the 
Head Office, Branches and Agencies of the Bank. 


Bills on Australasia negotiated and collected. Remittances cabled and mailed. 
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Yes, install fluorescent lighting . . . 


Se 2 With Osram Tubes... 
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And be guided by 
) the G.E.C. Lighting Service... 
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Fluorescent Of all forms of lighting, fluorescent is by far the most 


economical. Without adding a penny to your lighting 
bill it would increase illumination by over 50°;—or, if 


lighting ? you are satisfied with the power of your present lighting, 
* 


it would save over half your annual expenditure on 





current ! Here is something to discuss with the G.E.C., 

the pioneers of fluorescent lighting. 

The G.E.C. Advisory Lighting Service will gladly help in 
planning the right installation. To decide on fluorescent 

S 1g rs | should not be difficult—but see the G.E.C. first. 





tubes in HRxcx & fittings 


THE GENERAL ELECTRIC CO. LTD., 





MAGNET HOUSE, KINGSWAY, LONDON, W.C.2. 














@ 4 first-class INVESTMENT 
for every BANK 


INVESTORS’ 
CHRONICLE 


@ the largest circulation among 





investment and financial weeklies 


@® an unequalled service for both home 


and overseas investment affairs 








One shilling weekly from newsagents or 
by subscription (586 per year) from 


72 COLEMAN STREET, LONDON, E.C.2 












































ALFRED ALMOND is no 
safe breaker. He is a_ banker’s 
engineer of forty-four years’ standing 
— forty-four years with Chatwood. 
The safe is no ordinary safe. It is 
one which withstood probably the 
most violent attack by explosive 
ever attempted, in a Glasgow branch 
of The Commercial Bank of Scotland. 
For fourteen days after the explosion 
the safe remained stubbornly closed, 


ordinary 


The man 
4 who broke 
a CHATWOOD 


defending the £10,000 behind its thick 
walls ; it was finally opened after 
six days’ continuous, arduous labour 
by this Chatwood expert at 
Chatwood’s own works, in the pre- 
sence of the Bank’s own Staff Engineer. 
Chatwood 


Chatwood anti-explosive locks once 


construction and 


more passed the final test, and saved 
£10,000. 


CHATWOOD 


THE CHATWOOD SAFE & ENGINEERING COMPANY LTD ° 


SHREWSBURY °* 











ENGLAND 





lr IS A FINE THING, someone once said, to 
have ancestors but if you have none worth 
speaking about, it is not a bad plan to set 
up in the business yourself. There are towns 
like this. The guide books are terse about them. 
‘Pop. 18,157; early closing Wednesday; noth- 
ing noteworthy to see... There are many 
such, not quite new and not very old, whose 
traditions are still in the making. 
* * * 


It WAs ina town of this kind that Mr. Robert- 
son came tolive. Ashe surveyed it for the first time, 
it looked commonplace enough; the old weather- 
ed cottages, the newer houses and the tarmac 
road that led along the valley to the ironworks 
beyond. 

* * * 


NOTHING noteworthy—or so it would have 
seemed to Baedeker. But Mr. Robertson was not 
a starry-eyed visitor. He had come here because he 
had a job to do. To him there was one thing very 
noteworthy about the little town. It was full of 
people. People and their problems were Mr. 
Robertson’s business. 


THEY have been theconcernof Mr. Robertson, 
his colleagues and his predecessors for just over a 
century—although not always to the same extent 
as today. Mr. Robertson’s business, which is home 
service insurance, has developed in much the same 
way as the town in which he came to work. Like 
cities many times its size, its social pattern reflects 
In miniature the story of a nation’s growth. Every 
week, Friday to Thursday, Mr. Robertson cycles 
through a century of history; from the old farm- 
houses on the village outskirts, through the ‘new’ 
but sooty town to the villas on the windward side 
of the smoke. There are families in every row, 
street and crescent who are at home, on one day 
or another, to Mr. Robertson. 


‘Pop. 18,157...’ Most of it is in the ‘new’ town 
that Mr. Robertson visits on a Friday evening, for 
it is reasonable to collect insurance premiums 
when people tind it easiest to pay them. Hereabouts 
this Friday evening visit has been a custom for as 


At home to Mr Robertson 


Issued by the Industrial Life Offices 





longas there have been local traditions o: any kita. 
No one, save for a few cottagers, lived here before 
the mineral quarries were opened and the itron- 
works built. Ever since, the insurance man’s regular 
call has been an accepted feature of domestic 
routine. Often enough, family problems are stored 
up during the week for his attention. 


Tuts valley town, like many others, has had its 
ups and downs; today it is one of the all-important 
reservoirs of Britain’s productive energy. And 
Mr. Robertson—like the fitters and foremen and 
clerks he visits in their homes and sometimes in the 
works canteen—is also playing a part in keeping 
the nation’s economy on an even keel; in helping, 
perhaps, to turn the wheels within the factory gates, 


For MONEY is needed to keep these wheels spin- 
ning. Mr. Robertson’s policyholders are among 
the millions of families who help to provide it and 
whoenjoy, inconsequence, the security that wisely- 
spread investments yield. To offer this extra 
measure of security, a family safeguard for the 
present and oftena provision for the future as well, 
is the primary purpose of life assurance. But if the 
intention to save were not constantly refreshed by 
painstaking personal attention, the nation, no less 
than the individual policyholder, would be poorer. 


Tue voluntary effort of countless families 
throughout the country, aided by the service that 
Mr. Robertson and his colleagues bring to their 
homes, enables millions of pounds which would 
otherwise be ‘spending money’ to be funnelled off 
every year to augment the nation’s savings. A large 
part of the funds administered for the policyholders 
provides capital resources which invigorate vital 
productive industries. 


Mir. ROBERTSON may or may not reflect on 
these affairs as he cycles home to a belated meal. 
Most likely his thoughts are elsewhere. For his 
concern is with the people, provident and happy- 
go-lucky alike, whose needs and problems he has 
come to understand so well. 


His interests are intimately linked with theirs. 
And if he reaches home to find an urgent call to be 
dealt with before he finally turns in—well, that is 
just one of theservices which play an indispensable 
partin sustaining this nationwide thrift movement. 








- 7 


a eee! ee 6” ee en 


e €D bee 6 Rees OS 


 —_ “= 


— © CRP =o beet “SG oe YY 


‘Pr Wwe Se - 








BY APPOINTMENT 
TO THE LATE Kl 


NG GEORG 





Vi, 
MOTOR CAR TYRE MANUFAC TURERS 





7, 


> 
4 Y 
= Ss os 
> s SITIOS 
~ ~ FLY FLD 
Sars SN SAWS OY a 
SS + SS SoD ~ S 
\ YS y ~ > 
YS IH WS MAYY Yo 
Y YY SY 
ISS S VSN 
bn) 


“yy Y 
4%, Mi 
44, 


ge i 


4 “,", 
Ufiy bin, 
Oh) ty te 
“1 tie 
“4, Ut; 










ny 


Vy Se 


cre 






ie 


» ~". 
3 AMMAN 


= 








ALLE 











’ 














AN 
<3 = 

















ee 








AN 


“an 


f 

















SAFETY 


for your savings 


WITHOUT 
CAPITAL 
DEPRECIATION 
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INCOME TAX PAID 


Equivalent to £4. 15. 3. 
subject to Tax at 9/6 
in the £ 











Assets £15,000,000 


HASTINGS and THANET | 


BUILDING SOCIETY 


29-31 Havelock Road, Hastings 46 Queen Street, Ramsgate | 
99 Baker Street, London, W.! 
41 Catherine Street, Salisbury 


Reserves £800,000 


4| Fishergate, Preston 








BANCO DI ROMA 


HEAD OFFICE: ROME 
PAID UP CAPITAL AND RESERVE 
LIT. 1,600,000,000 
OVER 150 BRANCHES IN ITALY 


* 
Branches Abroad: 
TURKEY: ISTANBUL, IZMIR 
LEBANON: BEIRUT, TRIPOLI 
ERITREA: ASMARA, MASSAUA 
LIBYA: TRIPOLI 
SOMALILAND: MOGADISCIO, MERCA 
3 
Representative Offices: 
LONDON, FRANKFORT-ON-THE-MAIN, 
NEW YORK, BUENOS AIRES 
2 


Foreign Affiliated Banks: 
BANCO DI ROMA (FRANCE): PARIS, LYONS, 
MONTE CARLO 


BANCO Di ROMA PER LA SVIZZERA: LUGANO, 
CHIASSO 


BANCO Di ROMA (BELGIQUE): BRUSSELS 
BANCO ITALO-EGIZIANO: ALEXANDRIA, CAIRO 


CORRESPONDENTS ALL OVER THE WORLD 
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The 
Barclays Group of Banks 


BARCLAYS BANK LIMITED 


BARCLAYS BANK 
(DOMINION, COLONIAL AND OVERSEAS) 


BARCLAYS BANK (CANADA) 
BARCLAYS BANK (FRANCE) LIMITED 
THE BRITISH LINEN BANK 


Other Associated Companies 


Barclavs Trust Company ot Canada 
Barclavs Overseas Development Corporation 
Limited 
Barclays Bank Executor & Trustee Company 
(Channel Islands) Limited 


This organisation, with correspondents throughout 


is able to offer to those concerned with 


all 


the world, 


trade or travel abroad the services a modern 


Bank can perform tor its customers. 
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THE ever growing good- 

will which is enjoyed by 
the Sun Life of Canada, is 
due to the diversity and liber- 
ality of the Company’s life 
assurance policies, to the 
character of its representa- 
tives, and to the promptness 
and efficiency of its service 
to policyholders throughout 
its entire history. 


SUN LIFE ASSURANCE 
COMPANY OF CANADA 


(Incorporated in Cancda in |865 by Act 
of Parliament as a limited Company) 


M. Macaulay (Gexeral Manager for British Isles) 


196 SUN OF CANADA HOUSE, 
COCKSPUR ST., LONDON, S.W.1 














BANCA 
COMMERCIALE 
ITALIANA 


Established 1894 


HEAD OFFICE: MILAN 


221 branches and offices in Italy 


Branches abroad : 
ISTANBUL - IZMIR 


Representative Offices : 
LONDON : 123 Old Broad Street, E.C.2 
NEW YORK: 14 Wall Street 
PARIS (1X): 14 Rue Haleéevy 
FRANKFURT aM.: Wiesenau, 2 


Telegraphic Address : 
For Head Office: ‘“‘Dircomic”’ 


For all Branches: ‘‘ Comitbanca’’ 









































THE MINIATURE STRONG ROOM 
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VALUABLES such as irreplaceable docu- 
meits and bonds, precious stones, or 
cash, shouid be given the protective 
security of a Chubb Bankers Safe. 
Surrounded on all sides by Chubb 
Blowpipe and Drill resisting Alloy, each 
safe provides a miniature strong room 
wherever it is installed. 

These safes are of great strength and 
will resist attacks from every weapon in 
the modern burglar’s armoury — oxy- 
acetylene blowpipe, high-speed drills, 
every known type of cutting tool and 
explosives. 

The safe illustrated is fitted with 


@) drawers and adjustable shelves, but 


other arrangements of internal fittings 
can be supplied to suit individual orders. 
































MILNERS’ STRONG-ROOM DOORS | 




















This illustration shows the interior con- 
struction and bolt operation of one of our 
BANKERS’ DOORS. It is a fine example 
of the high-grade quality and craftsmanship 
which has distinguished all our products for 
over a century. 





Miluers — lhc Safes t Safe envestinrestl / 


MILNERS SAFE COMPANY LTD. 


Security Engineers and Contractors 
HEAD OFFICE: 58, HOLBORN VIADUCT, LONDON, E.C.I. 
Telephone: CENtral 004! 5. Telegrams: Holdfast, Cent, London. 


Factories: Phoenix Works, Speke, Liverpool. Telephone: Hunts Cross 1281/6. 
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THE BANKER LIMITED 
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THE OLDEST INSURANCE 
OFFICE IN THE WORLD 

















is prepared to undertake all 


the duties usually entrusted to 


EXECUTORS and TRUSTEES 


at reasonable rates. 





Booklet on application to: 
Head Office: 63 Threadneedle Street, E.C.2 


Branches in all important Towns. 
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ii Years 


The National 
Bank of Greece 


(BANQUE NATIONALE DE GRECE) 


Kstablished in 134 


by means of 111 Offices in Greece and 2 Agencies 

in Egypt, and through correspondents in all parts of 

the world, is at your disposal for every description 
of banking transaction. 


Head Ollice: Athens 


PRINCIPAL CORRESPONDENTS IN LONDON : 
Barclays Bank Limited (Chief Foreign Branch) 168 Fenchurch St. 


District Bank Limited (Foreign Department) 76 Cornhill 
Erlangers Limited 4 Moorgate 
Hambros Bank Limited 41 Bishopsgate 
Lloyds Bank Limited (Overseas Department) 6 Eastcheap 
Martins Bank Limited (London Foreign Branch) 68 Lombard St. 
Midland Bank Limited (Overseas Branch) 122 Old Broad St. 
National Provincial Bank Limited (Overseas Branch) 1 Princes St. 


Westminster Bank Limited (Foreign Branch Office) 41 Lothbury 


IN NEW YORK : 


The Hellenic Bank Trust Company, 139 William Street 
and most other banks 
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THE CASE OF THE SAVILE ROW 


He was 
never kept waiting... 


OHN G. HARDY LIMITED, the London 
Tse merchants, are helping the 
tailor serve the public. Once the private 
customer has made his choice from the 
“*bunches’” of Hardy Suitings at his 
tailor’s, or at Hardy's own showroom 
(where upwards of 1600 cloths are 
displayed and stocked), the transaction Is 
made at wholesale level. 

This novel merchandising method 
means Obviously that sales records and 
agents’ commission statements for a 
huge vardage of small lengths of cloth 
must be kept scrupulously up to date. 
Anxious to avoid a great deal of com- 
plicated paper work —and a conse- 
quent increase in office staff — Hardy's 
went for advice to machine accounting 
specialists of Burroughs Adding Machine 
Limited. 

After a full investigation, Burroughs 
suggested that the firm could take care 
of all its accounting problems with the 


John G. Hardy 
Limited display 
over 1600 cloths. 
To keep tabs on 
the rapid move- 
ment of stock they 
streamlined their 
office system... 


TAILOR 



























































help of one Burroughs Typewriter Account- 
ing Machine and a Desk Bookkeeping 
Machine. 


Result: Hardy’s office system is now as 
smoothly up to date as their showroom. 
Sales and commission statements go 
out on the dot to tailors and agents 
in 46 countries. Profit and loss figures 
(previously produced only twice a year) 
are available daily. In addition, the pay- 
roll for the firm’s employees, which 
used to take the office a full day, is now 
produced in an hour and a half. 


WHAT ABOUT YOU? 
If your business could benefit from faster 
figuring, callin Burroughs. They can offer 
advice on all the latest systems, for 
Burroughs make the world’s broadest 
line of modern record-keeping machines: 
Adding, Calculating, Accounting, Billing 
and Statistical Machines, and Microfilm 
Equipment. 

Call Burroughs today. Sales and Service 
offices in principal cities round the world. 


Burroughs Adding Machine’ Limited, 
Avon House, 356-366 Oxford Street, 


London, W.1. 


For expert advice on business figures a 


cal. IN Burroughs 


XXX 

















A Banker's Diary 


[x the second half of this year, unless some unforeseen disaster occurs, Britain’s 
external payments should come back to balance; in fact they were probably 
already very near to balance by July. The last jerk towards 

Road ~~ temporary solvency should be exerted by the further trimming 

to of imports that Mr. Butler decided upon in early July and by the 
Balance re-alignment of the defence effort into a form that will put less 
strain upon engineering resources. Neither of these remedies 
can be regarded as at all satisfactory. The new cut in imports means that 
stocks of raw materials will run down in the second half of this year, by as 
much as, if not more than, they ran up in the first half; and it is difficult to 
believe that the re-arrangement of the defence programme has been wholly 
motivated by the happy discovery that Britain's security can be better served 
by selling certain weapons to its allies (especially hard currency allies) and by 
switching arms orders away from manufactures that can compete in the export 
field. These new measures, in short, are stop-gap expedients of indeter- 
minate force. It was for this reason that the economic debate at the end of 
July was such a sorry anticlimax to the awful warnings that had preceded it. 

Nevertheless, Mr. Butler’s speech did throw some light on the course of 
recovery since the Budget and the pattern of activity that the Government 
expects in the months immediately ahead. The Chancellor estimated that 
Britain's deficit with the non-sterling area fell to about £275 millions in the 
frst half of this year, compared with the catastrophic de ficit of {600 millions 
in the second half of 1951; analysis of the trade returns suggests that between 
£150 and £200 millions of this £325 millions improvement may have been due 
to a fall in imports, and the rest fairly evenly divided between an increase in 
exports and re-exports on the one hand and a wiping out of the invisible 
deficit on the other. Britain’s surplus with the sterling area also seems to 
have improved, to “ substantially "’ over £200 millions in the first half of 
1952, compared with £171 millions in the second half of 1951; exports to the 
sterling area seem to have been little changed between the two half-years 
(although they began to fall heavily from May onwards), while import prices 
were lower. In the current half-year the deficit with the non-sterling area is 
expected to be cut to about £115 millions; the surplus with the sterling area 
iS expected to fall, because of lower export earnings, but the Government 
still envisages an overall balance for the half-year. 

The implication of both Mr. Butler’s and Mr. Thorneycroft’s speeches in 
the debate, however, was that the expected improvement in the current half- 
vear will be more than accounted for by a cut in imports, to a monthly average 
of about £270 millions (on a c.1.f. basis), compared with £312 millions between 
January and June. By July, imports were down to {290 millions, and were 
thus just over halfway home. It seems clear from these figures that the Govern- 
ment does not consider that it can do much about the fall in exports to sterling 
area countries, and that it is not looking for any dramatic recovery in exports 
to the rest of the world. There may be some improvement in this latter field 
as a result of increased e xports of arms and coal, and the fruits of an expected 
easing of the steel shortage in the fourth quarter of the year are to be directed 
towards potential hard currency exporters by the devious devices of physical 
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control; Mr. Butler also hopes that the banks will * continue to give priority to 
exports in their general administration of credit '"’"—whatever that means—and 
facilities under the Export Credits Guarantee Act are being widened to help 
certain exporters of capital equipment. There 1s, however, nothing in all this 
to indicate that the Government has any new measures on hand to restrain 
domestic consumption; some consumer demand will inevitably be released 
by the fall in supplies of imported goods, and it will be a matter of good luck 
rather than of good judgment if this is absorbed by frustrated exports that 
formerly went to the sterling area. There is an evident danger that it may 
frustrate possible exports to the non-sterling area instead. 


Tue fact that Britain’s external payments should now be returning to a tem- 
porary and uneasy balance does not, by itself, mean that the gold reserve will 
not run down. That will depend largely on the overseas 

Gold and the _ sterling area. The rosy assumptions made by some 
Commonwealth Commonwealth members last January have been par- 
tially abandoned, and it is now apparently accepted that 

the overseas sterling area will continue in heavy overall deficit in the second 
half of the year. Most, if not all, of this deficit, however, is likely to be incurred 
on its trade with Britain; since Britain’s own expected £115 millions deficit 
with the non-sterling area may be just about covered by receipts of American 
aid, the implication is that the gold reserve will be maintained, or even perhaps 
increased slightly, between now and December. This, however, depends on 
two assumptions. The first is that there will be a rapid improvement in the 
sterling area’s current payments with Europe—excluding any spectal receipts 
from arbitrage transactions in dollar commodities, which will be largely offset 
by increased dollar payments to other countries. The second is that Britain 
does in fact manage to draw some $320 millions of American aid—that 1s, over 
$50 millions a month—in the second half of this year; on the assumptions set 
out in THE BANKER last month, total American aid available in the year to 
next June will amount to some $515 millions (including the Congressional 
appropriation for 1952-53 and the remnants of both the 1951-52 appropriation 
and the “ Katz-Gaitskell’”’ entitlement, but excluding any retmbursements 
for special purchases of machine tools and the proceeds of offshore purchases). 
At the moment, the prospect on both these scores seems reasonably bright. 

in July, as our usual table on page 188 shows, Britain received some $61 
millions of American aid; asa result, the gold reserve increased by $31 millions 
to $1,716 millions. The sterling area’s monthly gold loss to Europe ran at 
between $45 and $50 millions throughout the spring and early summer. It 
fell to $23 millions in July, thanks wholly to advance receipts of $25 millions 
from the Belgian arms contract, and then rose sharply to $99 millions in 
August, thanks mainly to seasonal influences and certain special capital 
payments that fell due in the previous month. In each of the last two years, 
however, the sterling area’s deficit with Europe has been some $50 millions 
worse at this period of the year than in December-—and in 1949 it was actually 
$200 millions worse. When allowance is made for the mounting effect of the 
import cuts, there seems good reason for the hope that Britain’s E.P.U. 
accounts will be brought back into balance before the end of the year; the 
commodity arbitrage transactions, referred to in a later note, may hasten this 
progress considerably. Much of the overall improvement, however, may be 
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due to the depletion of stocks. [f the sterling area’s accounts are to be estab- 
lished in a state of true long-term equilibrium—as distinct from one of tem- 
porary and tottering equipoise—the Commonwealth Prime Ministers will have 
to take some hard decisions at the London Conference in November. The 
measures that they should take, and those that they should at all costs avoid, 
are discussed at length in the leading article of this issue. 


ANOTHER amalgamation of Scottish banks, the second within three years, was 
announced just as this issue of THE BANKER was going to press. Unlike the 
merger of end-1949, which concerned the two Scottish affiliates 

Scottish of the Midland Bank, this new proposal is for a marriage of two 

Bank of the four independent banks—the Bank of Scotland, oldest 

Merger _ of the Scottish banks, and the Union Bank of Scotland, now the 

smallest of them. The arrangements unanimously approved by 
the two boards provide for an offer of Bank of Scotland stock in exchange for 
the share capital of the Union Bank (in the ratio of £7 of stock for every four 
“A” or “ B” shares, plus 2s. 6d. in cash for each “‘ B”’ share) and are condi- 
tional upon an acceptance of the offer by holders of at least 90 per cent. of 
each class of the Union Bank’s shares. The ultimate objective is a complete 
fusion, to be achieved “‘ in due course through the medium of the Bank of 
Scotland in order to preserve the seniority, the constitution, and the name of 
that institution "“—which was founded by special Act in 1695, just a year after 
the Bank of England. For the present, however, the Union Bank will operate 
as a separate entity, to permit full consideration of such questions as the 
“alignment of terms of employment and pension benefits of staff’’. This is 
obviously of great importance, because the industrial and geographical spheres 
of the two banks are not complementary in the sense in which the businesses of 
the Clydesdale and North banks could be said to be. Both banks have extensive 
branch systems—comprising 238 and 205 offices respectively at their latest 
accounting dates—so that there should eventually prove to be greater scope 
for economies by the closing of overlapping branches than that presented by 
the earlier merger, which has resulted in the closing of 14 or 15 offices (out of 
the original combined total of 368) in just under three years. 

The hope of achieving more economic working by this and other kinds of 
rationalization, and by the fusion of such special departments as those dealing 
with foreign exchange, customers’ investments and trustee business, presumably 
provides one of the basic reasons for this merger, which has been rumoured 
at intervals for years past. The case for it will naturally have grown stronger 
as the pressure of administrative costs has risen and as the problem of the 
bulge in the age-distribution of staff has loomed larger. But it is difficult to 
avoid the suggestion that its timing may be associated with the past year’s 
events in the gilt-edged market. The problem of investment depreciation must, 
in principle, have been an even more worrying one for the Scottish banks than 
for their bigger brothers in the South, for in Scotland the proportion of deposits 
held in investments has always been much higher than in England; before 
last year’s funding of Treasury bills (which affected the Scots’ banks much 
less than the English) it was more than twice as high, at 53 per cent. On the 
latest batch of balance sheets of the seven banks (with dates ranging from 
September, 1951, to last April), it was down to 47 per cent., with a particularly 
steep reduction (from 53 to 43 per cent.) shown by the Union Bank, the only 
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one that has so far issued accounts since the increase in Bank rate to 4 per 
cent. The Bank of Scotland’s ratio last February was 50 per cent. (against 
54 per cent. in 1951). 

If the merger goes through, the new institution seems likely to displace the 
Clydesdale & North Bank from the position of largest Scottish Bank; its 
deposits at end-1951 stood at nearly £153 millions, whereas at their (later) 
balance sheet dates the Bank of Scotland and the Union had {92 millions 
and £71 millions respectively. The Union’s advances, at nearly £28 millions, 
actually exceeded those of the Bank of Scotland; they have almost doubled in 
three years (during which Scottish bank advances as a whole rose from {147 
to £231 millions) and now represent a larger proportion of deposits than those 
of any other Scottish bank. 


THE exchange and commodity markets were enlivened last month by a short- 
lived but very significant episode—a temporary lifting of the ban on commodity 
arbitrage between the dollar area and Europe. On 





Dollar August 8 the Bank of England, through one of its usual 
Arbitrage with notices to bankers, announced that it was prepared to 
Europe receive applications from any merchants resident in the 


United Kingdom who wished to purchase certain com- 
modities in the United States for resale to members of the European Payments 
Union. This was an altogether new departure. No such commodity arbitrage 
had been allowed since the birth of exchange control, except in a few special 
cases. The reason for the concession, however, was not far to seek. In July 
the United Kingdom incurred a further deficit of $98.6 millions with E.P.U., 
carrying its cumulative accounting deficit to $1,217.7 millions, or $157.7 
millions beyond the point at which all deficits with E.P.U. countries have to 
be covered in gold. Up to this limit of $157.7 millions, therefore, purchases 
of commodities in the United States for resale to Europe would not lose Britain 
any hard currency. The Bank of England could therefore safely open this 
additional chink in the armour of exchange control. 

The Bank does not, however, appear to have been prepared for the extent 
and speed of the response. It was flooded with applications; within less than 
a week it had exceeded the amount that would be wholly recoverable in gold, 
and so felt compelled to pull down the shutters. The authorizations issued 
amount to about £50 millions, and they are valid for one month. It is by no 
means certain, however, that they will all be translated into firm business. 
At the end of the month the Bank of England will be able to take its bearings 
once again and, in the light of the current E.P.U. position and of the extent to 
which authorizations have been used, will be in a position to decide whether 
or not to renew this experiment. This rapid opening and shutting of the doors 
of commodity arbitrage may not be a very good way of advertising the virtues 
of London as a merchanting centre, but it is at least better than keeping the 
doors closed for ever. The unexpected stampede was a testimony to the vigour 
with which the merchanting spirit survives in Britain, as well as a revelation 
of the hunger for dollar goods that persists in Europe and that will inexorably 
satisfy itself if those goods can be paid for in sterling. Hence this was perhaps 
also an ominous reminder of the initial shock that sterling would have to be 
prepared to take if it should become convertible currency before other European 
currencies become convertible too. 
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ANOTHER Sharp fall in the advances of the clearing banks was shown in the 
latest monthly statement available at the moment of going to press. Since 
this statement related to the first sixteen days after the half- 

The Fall yearly balance sheets, the change shown in the advances item 
in is subject to the distortion commonly caused at the half-year- 
Advances end. More significant, therefore, than the decline of £38 
millions in these sixteen days is that of £68 millions in the two 

months since May (in contrast with an increase of £56 millions in the similar 
period of 1951). This decline, moreover, followed the spectacular drop of £62 
millions recovered in the preceding month, when the first of the B.E.A. re- 
payments were made. The Government, unfortunately, continues to increase 


July 16, Change on 
1952 Month Year 
£m. fm. fm. 
Deposits ea v a ome 6062 .6 - 1.7 — 111.8 
‘Net Deposits * a 5844.1 + 27.2 — 121.3 
% + 
Liquid Assets... - - ¥ 2174.6 (35.9) +- 68.9 ~ 72.2 
Cash es i es " 501.0 (8.26) —- 3.4 « 9a. 
Call Money ea a i 534-6 (8.8) —- 2.3 —- 48.4 
Treasury Bills .. oa - 1057.6 (17.5) + 76.7 
Other Bills “4 - bs 81.4 (7.3) —- 2.1 } ae 
Treasury Deposit Receipts on — — —- 290.0 
Investments plus Advances .. ia 3739.0 (61.7) — 38.2 + 339.1 
Investments... a we 1916.6 (31.6) —- 0.4 + 365.1 
Advances es _ - 1822.5 (30.1) — 37.8 - 26.0 


*After deducting items in course of collection: + Ratio of assets to published deposits. 


its demands on the banking system even faster than advances are falling. 
Hence the July statement showed another increase in net deposits and an 
abnormally large rise in portfolios of Treasury bills. The latter rose by nearly 
£77 millions, and although there was a small decline in other liquid assets, the 
liquidity ratio jumped to 35.9 per cent.—-easily its highest since November. 


THE new scale of charges that the Council of the Stock Exchange hopes to put 
into operation this autumn (probably in about six weeks’ time) has had to run 
the gauntlet of some sharp criticism in the past month. The 

Stock dilemma before the House is that the brokers that have been 
Exchange most harshly pinched under the present scale of commission 
Charges rates, which has remained practically unchanged for forty 
years, are those that serve a small band of private investors 

and have no institutional clientele. But it is precisely these small private 
investors who may be scared still further out of the market by a rise in charges. 
It is in order to try to avoid discouraging the small private investor that the 
council suggests that there should be no increase in charges on transactions 
of less than {100; at the other end of the scale, as a gesture to the institutions, 
the council proposes to leave unchanged the } per cent. commission charge on 
transactions of over {£10,000 in gilt-edged stocks. It also recommends a 
modification in the traditional system whereby stockbrokers charge more for 
dealings in low-priced shares than for those in high-priced ones. Under its 
proposals the commission charge on shares costing less than 2s. 6d. would be 
reduced; in the important middle range between 3s. 6d. and 50s. some new 
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graduations would be introduced (putting some charges up, and leaving others 
unchanged); while above 50s. the rates of commission would be increased by 
about 25 per cent. Even after these changes, however, the commission charge 
on dealings in shares priced at, say, 3s. 6d. would amount to 1.79 per cent., 
which is more than twice the proportionate charge on shares priced at over 
{10 (0.75 per cent.); this must be out of line with the real difference in the costs 
to brokers of the two transactions. 

The council's proposals were amicably discussed with the clearing banks 
before publication. Although it is proposed that the rate of rebate to agents 
on the Register of Banks should be cut from 333 to 25 per cent., and that to 
agents on the General Register from 25 to 20 per cent., the trustee departments 
of the banks would be moved from the general to the bank register—and 
thus would find their rate of rebate unchanged. Given the higher scale of 
commission charges on which many of these rates of rebate will be based, 
the banks should not be adversely affected. But the merchant banks and 
some other agencies may not welcome these proposals. 





THE special character of the business of the Yorkshire Penny Bank proves, 
not unexpectedly, to have made it much more vulnerable to the fall in the 
gilt-edged market than the clearing banks have _ been. 

Capital for Although the bank has for long been encouraging its cus- 

Yorkshire tomers to open drawing accounts—and in the year to end- 

Penny Bank june over 20,000 of them sought cheque-book facilities for 
the first time—there isno doubt that the bulk of its business 
still arises from savings accounts; and higher rates of interest are paid on small 
savings than would be allowed on ordinary deposit accounts at the clearing 
banks. Presumably with the object of keeping current earnings in line with 
these higher interest costs, the bank has traditionally carried a much higher 
proportion of its assets in gilt-edged securities—and its portfolio of these has 
also, 1t seems, generally been of longer average life than that of the big English 
deposit banks. In consequence, the bank’s balance sheet as at June 30 last 
showed an investment depreciation that was disproportionate to its capital 
resources. This depreciation, which emerges from the bank’s adoption of the 
same formula for valuation as that introduced by four of the “ Big Five” 
banks at the same date, did not in fact represent any notably larger percentage 
of book value (“‘ below both cost and redemption value’’) than that shown by 
the big banks. It was equivalent to 3.8 per cent.; but this, on a book value 
of £57.14 millions (market value, £55.01 millions), still represented a larger 
sum than the £1,250,000 in the published reserve fund, of which four-fifths 
comprises share premium account. The paid-up share capital at the date of 
the accounts was also £1,250,000. 

During the first half of this year the bank realized its holdings of undated 
securities, and evidently switched into shorts, so that at June 30 {21.5 mullions 
of its portfolio was redeemable within five years and the remaining £35.7 
millions consisted of securities with final dates between 1958 and 1970. It has 
been thought expedient, however, to buttress the position further. Since the 
special arrangement made in 1911, the share capital of the bank has been 
wholly owned by the big English banks—now the “ Big Five ’’ and the three 
northern clearing banks. These banks have arranged to provide a further 
£1 million of paid-up capital, raising it to £2,250,000. 
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A Programme for the Commonwealth 


will meet in London at the end of November to seek a long-term solution 
to the sterling area’s dollar problem. If the conference is to be a success 
the United Kingdom representatives will have to keep a very clear head and 
exercise a very delicate diplomacy. [Ixperience since the war has shown 
plainly that the Commonwealth's dollar shortage is not insurmountable; but 
it has also shown that any sound solution will have to strike at the present 
political predilections of nearly all members of the sterling area in some degree, 
and of some members in very grave degree. There is therefore an urgent need 
for clear analysis and understanding of what has gone wrong with the sterling 
area since the war, and for the formulation of a specific programme of correction. 
The object of this article is to make such an analysis, and—as far as an 
independent journal can—to suggest such a programme. The starting point 
must be a comparison between the pre- and post-war dollar balance of the 
countries that are now comprised in the sterling area. The bare bones of such 
a comparison are set down in Table [ on the following page, which shows an 
estimate of these countries’ gold and dollar payments in 1934-38 (as a yearly 
average) on the one hand, and in the year to June, 1950, on the other. As a 
footnote to the table explains, the choice of these two periods as initial bases 
for comparison enables extensive use to be made of the very valuable statistical 
material in the Economic Co-operation Administration's recent study of the 
sterling area. Moreover, 1949-50-—as the year to June, 1950, will henceforth 
be called in this article—seems to provide the best vantage point for looking 
backwards and fowards at the whole post-war experience of sterling area trade. 
Although no post-war period can be called truly “ representative ’’, these 
twelve months immediately prior to the outbreak of war in Korea were cer- 
tainly less abnormal than the twenty-four months that immediately followed 
them, and probably also less abnormal than the early post-war “ transition ” 
years (with sterling at $4.03 to the £) that preceded them. The pattern of 
sterling area dollar payments in 1949-50, in fact, seems to have been not 
dissimilar from the pattern obtaining now, in the late summer of 1952. 


T HE Commonwealth Prime Ministers and some of their Finance Ministers 


THE GOLD PRICE ; 

Before the war, as Table I plainly shows, the sterling Commonwealth's gold 
and dollar balance found its fulcrum in the Rand. Between 1934 and 1938 
the average yearly pattern seems to have been for the United Kingdom to 
show a deficit of between $300 and $350 millions with what is now the dollar 
area, for the countries now comprised in the overseas sterling area to show a 
surplus of about $50 millions on dollar account, and for $520 millions to have 
been received from sales of newly-mined gold. Given this pattern, the fact that 
the dollar price of most commodities entering into international trade doubled 
between 1934-38 and 1949-50, while the dollar price of gold alone remained 
stable, would have been sufficient by itself to wipe out the sterling area’s pre- 
war dollar surplus. It will be seen from Table I that if the price of gold had 
moved in line with the price of all other commodities after 1934-38, then the 
sterling area would still have been in substantial surplus on dollar account in 
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1949-50. It would, in fact, have added to its dollar reserve in each post-war 
year except 1947 and 1951. 

Does this mean that the Commonwealth Ministers should now strain every 
nerve (and nerve is perhaps the right word) to urge an increase in the price 
of gold ? The only increase that lies wholly within their power—that is to say, 
an increase in the sterling price of gold alone—would be tantamount to another 
devaluation of sterling; this might provide some incentive to increased gold 
production, but to urge devaluation on these grounds alone would be to call 
for a steam roller to crack a nut. What undoubtedly would be useful for the 
sterling area would be an increase in the dollar price of gold, which would also 
increase the level of its existing gold reserves and thus (here is the one bait 
that might be held out to the American authorities) remove one of the main 
barriers in the way of sterling convertibility. 


TABLE | 
ESTIMATED STERLING AREA DEFICIT WITH DOLLAR AREA 
($ millions) 


Average Year to Improvement (+) or 
1934-38 June 30, 1950 Deterioration ( — ) 
United Kingdom: 
Visible Trade... ci vs +7 — 470 — 590 — 120 
Invisibles s “ ae ae + 150 + 40 — 110 
Total U.K. vr a oa ee — 320 — 550 — 230 
Overseas Sterling Area: 
Visible Trade... ea a - - 50 Nil — 50 
[nvisibles in . - i Nil - §0 -~ 50 
Total Overseas Sterling Area te ~ - 50 — 50 -- 100 
Sales of Newly-Mined Gold... 4 - 520 - 450 - 70 
Total Direct Gold and Dollar Deficit ‘e - 250 -- 150 - 400 
Dollar Losses to other Areas a - n.a. - 190 na. 


NoTeE.—tThe statistics in this and subsequent tables, and in the text of the article, are partly 
estimated, and can lay no claim to precision. In large part, however, they are derived either 
directly or indirectly from the European Co-operation Administration’s recent study of The 
Sterling Area (672 pp., 21s.).. Apart from official trade returns and financial statistics, use has 
also been made of estimates in two other valuable recent studies, Mr. A. R. Conan’s The Sterling 
Avea (Macmillans, 192 pp., 16s.) and the Federal Reserve Bank of New York’s The Pattern of 
{7.S. Import Trade since 1923 (136 pp.). 


There are, however, three objections to be weighed against this. First, 
the present period of rearmament is not a time when greater quantities of 
heavy machinery and other capital resources should be diverted from other 
forms of production towards the socially useless task of digging gold out of 
the earth. Secondly, the main direct benefit of such an American gesture 
would go to the Union of South Africa; invidious political considerations apart, 
the advantage of such an increase to the sterling area pool, so far as current 
transactions are concerned, would depend wholly on the Commonwealth's 
power to compete in this particular market. Thirdly, the effect of an increase 
in the gold price on the internal economy of the United States and other coun- 
tries would undoubtedly be inflationary; a renewal of American inflation 
would be of advantage to the sterling area, but the Americans can hardly be 
expected to see things in this light. The conclusion that seems to emerge from 
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all this is that the Commonwealth Ministers, in pursuit of their own interests, 
should lend their general support to those now urging an increase in the dollar 
price of gold, but that—except in the event of an American slump—they should 
not really expect to get it. 

A more feasible solution of the sterling area’s dollar problem must 
therefore be sought—in an improvement in its current trading position. As 
Table I shows, the current yearly dollar balance of both the United Kingdom 
and the overseas sterling area deteriorated between 1934-38 and 1949-50, the 
former by about $230 millions and the latter by about $100 millions. The 
reasons for these two deteriorations, however, were very different. The United 





TABLE II 

OVERSEAS STERLING AREA’S TRADE WITH THE UNITED STATES 
(S$ millions) 

Improvement (+) or 

Deterioration ({— ) 


1934-35 Year to Due to Due to 
1934-35 at 1949-50 = June 30, Total Price Change in 
Prices 1950 Increase Volume 
Exports : 
Wool - za 3 17 42 145 - 131 + 25 106 
Rubber... a - 113 141 138 + 2¢ + 2 Ra 3 
Jute in - - 39 130 113 + 74 +. gf - 
Tin 2 4 wa 49 86 SS + 39 + 37 | 2 
Cocoa - i ‘3 14 47 64 + 50 + 33 + 17 
Tea - ii ¥ 6 13 40 + 34 re 7 + 27 
Others os i Ss 84 179 385 + 301 + 95 206 
Total Exports din 322 638 976 - 654 - 316 +- 335 
Imports : 
Machinery “ i 51 [05 212 101 54 - 107 
Chemicals. . a es Lo 5 69 50 5 - 54 
Automobiles and Parts .. 52 144 OS 16 - @2 76 
Steel Mill Products 4 10 17 OS - 5% 7 51 
Petroleum i is 31 45 50 25 17 S 
Tobacco .. 4 - 4 21 45 31 7 - 24 
Others... oa “a 77 146 302 - 315 Og 246 
Total Imports - 245 490 OLO ~- 665 - 251 414 
Total Balance .. + 77 + 142 - 66 11 65 - 76 


Kingdom's trade balance deteriorated solely because of an adverse turn in 
the terms of trade, and the overseas sterling area’s trade balance solely 
because of an increase in the volume of its imports relative to that of its exports. 


TASK FOR THE OVERSEAS COMMONWEALTH 

Table I1, which is compiled from material in the E.C.A. study already 
quoted, shows the main constituents of the overseas sterling area’s trade with 
the United States in 1934-38 and 1949-50; similar figures are not available for 
its pre-war trade with Canada and other dollar countries, but the pattern with 
the United States is probably typical. It will be seen that if the volume of 
sterling area trade with the United States had remained unchanged between 
1934-38 and 1949-50, its annual visible surplus would have risen from $77 
millions to $142 millions; but since its imports, in terms of constant 1949-50 
prices, rose by $414 millions (or about 83 per cent.) while its exports rose by 
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only $338 millions (or about 53 per cent.), its visible surplus actually fell by 
$11 millions to $66 millions. Moreover, there are two reasons why the 
overseas sterling area’s performance was rather worse than even these figures 
suggest. First, the 1949-50 figures seem to include as direct dollar exports 
certain transactions that passed through London in pre-war days; when 
allowance is made for this and certain other complications inherent in any 
estimates from the U.S. trade accounts, the true deterioration on sterling area 
trade with the United States between 1934-38 and 1949-50 was probably 
nearer $50 millions than $11 millions. Secondly, about $161 millions of the 
recorded $338 millions increase in exports to the United States (in terms of 
1949-50 prices) was the result of increased exports of wool and diamonds— 
both commodities in which exports were increased as a result of war-accumu- 
lated stocks rather than of expanded production. 

The expansion of the overseas sterling area’s output of raw materials for 
sale in the American market since the war has, in fact, been disappointingly 
exiguous. Part of the trouble has lain in the fact that United States demand for 

TABLE III 
TRADE OF INDIVIDUAL STERLING AREA COUNTRIES 
Volume of Imports of 


Trade Balance with Volume of Trade with Machinery and_ Iron 
U.S. and Canada in all Countries mm 1950 and Steel Products, 
U.S. $ Alilhons {1934-38 = 100) 1949-50 

(1934-35 = 100) 

1934-35 1949-50 Exports Imports From U.K. From U.S. 
United Kingdom _.. 412 ~ 544 143 6 117 
Austraha »* ne — 58 20 115 178 246 16s 
New Zealand - ~ 5 3 s25” 125* 205 157 
south Africa es — 67 rob Iig 141 106 161 
India—Pakistan .... - 40 16 n.a. n.a. i84 354 
Ireland - - — 5 O2 1027T 1447 n.a. n.a. 
Malaya és ie 153 -~ 196 1747 1707 n.a. n.a. 
West Africa oP tL 672 - 79 n.a. n.a. 245 156 
All Other... : + 32 44 na. n.a. na. n.d. 

* 1949. 7 1935 100. 


these particular materials has not risen as much as United States demand tor 
raw materials in general—and, in assessing the pattern shown by Table II, it 
should be remembered that the early months of 1949-50 were a particularly 
lean time in this respect. But another part of the explanation is that the 
sterling area has lost ground to foreign competitors, such as Bolivia and the 
Belgian Congo (in tin) and Indonesia and Siam (in rubber). Sometimes this 
has been because of war-time developments and sometimes because sterling 
area inflation has drawn off resources into secondary industry and put up 
primary production costs. Between 1934-38 and 1949-50 the sterling area's 
share of United States rubber imports fell from 75 to 53 per cent., and that of 
its tin imports from 87 to 40 per cent. Similarly, Indian and Pakistan jute lost 
ground heavily to other fibres, and the sterling area’s share of American 
wool imports also feli slightly (to the benefit of Argentina and Uruguay) 
despite the heavy increase in total volume. Cocoa and tea were the only 
important primary commodities in which the sterling area captured a larger 
share of the American market between these two periods, and these successes 
were due more to Brazilian inflation and Indonesian insurrection than to 
peculiar economic virtue in West Africa, India and Ceylon. 
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Too much emphasis should not, however, be laid on the failure to expand 
output of some of these staple commodities; certainly it seems unfair to 
search for a mote in Malaya’s eye when it—together with West Africa and the 
wool dominions of Australia and New Zealand— sensibly improved their direct 
dollar balances between 1934-38 and 1949-50. Table III shows, in fact, how 
fruitless it is to try to lay blame on one or other overseas territory for sterling’s 
successive post-war crises. What is wanted now is not an invidious witch- 
hunt for individual culprits, but a clear understanding of the main sources 
of the whole area’s general misdemeanour. And on this point, at any rate so 
far as the overseas Commonwealth is concerned, the lessons of Tables If and 
III are clear. 

The main fault of the overseas sterling area, and particularly of the overseas 
dominions, since the war has lain in the excessive volume of imports, and this 
has been associated with its uneconomic industrialization schemes. In terms 
of constant prices, as Table If shows, the overseas sterling area’s imports 
of United States machinery more than doubled between 1934-38 and 1949-50, 
and its imports of chemicals and steel mill products quadrupled. Only in 
imports of American automobiles and automobile parts has the overseas 
sterling area made any real effort at dollar economy in relation to its pattern 
of dollar imports before the war. 

Moreover, 1949-50 was the period of sterling area “‘ economy ” in dollar 
imports, when the 25 per cent. cut decided upon in the summer of 1944 was 
evanescently in operation. Dollar imports into the dominions and colonies 
in this period were some $875 millions less than in 1947, some $510 millions 
less than in 1948 and some $710 millions less than in 1951. It follows from 
this analysis that if the overseas sterling area had kept its post-war imports 
of dollar capital equipment down to the level that it found sufficient in pre- 
war years (before the dollar shortage had been heard of), then the central 
gold reserves would have run up in each post-war year, except (possibly) 1g5r. 
The necessary starting point of any sound programme for the Commonwealth 
Conference is thereby nakedly revealed. Both in order to ease the dollar 
import strain directly and to release resources for export industries, there must 
be a sharp cut In sterling area industrial investment. 


THE UNITED KINGDOM'S SHARE 

The need for this prime remedy emerges even more clearly when this 
analysis of the overseas sterling area’s post-war imports is backed up by an 
analysis of the post-war trade of the United Kingdom. The course of the United 
Kingdom’s trade deficit with the United States and Canada between 1034-38 
and 1949-50 is shown in Table IV, which, at first sight, seems to cast a rosy 
glow around this country’s efforts. It will be seen that the movement in 
the terms of trade alone would have been sufficient to raise the United 
Kingdom’s visible deficit with the United States and Canada from $412 
millions in 1934-38 to $970 millions in 1949-50. Thanks, however, to a cut of 
no less than $338 millions, or 23 per cent., in the volume of United Kingdom 
imports from these two countries (in terms of constant 1949-50 prices) and an 
increase of $88 millions, or 15 per cent., in the volume of United Kingdom 
exports to them, the actual visible deficit was kept down to $544 millions. 
The cut in dollar imports was spread nearly right across the list—the chief 
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exception being wheat and flour imports from Canada, which rose by $35 
millions (at 1949-50 prices), thanks wholly to a decline of $85 millions in 
available supplies of wheat from the overseas sterling area. The increase in 
Britain’s dollar exports was more than accounted for by an increase in spirits 
exports to the United States, of machinery exports to Canada and of automobile 
exports to both these countries. 

The blame that Britain must bear for successive sterling area crises since 
the war is therefore perhaps less obvious than the blame that must be borne 
by the overseas dominions. But it is none the less real. Britain’s fault has 
lain in its failure to re-adjust its pattern of production so as to be able to offer 
the goods that the outside world is now willing to buy from it—and to offer 
them at suitable delivery dates, in the right markets and with the right degree 
of persistent sales pressure. Post-war experience has made it plain that 
these qualities of salesmanship can be generated only when the exporters 
concerned have to go out and seek for markets instead of being able to rest 


TABLE IV 
UNITED KINGDOM TRADE WITH U.S. AND CANADA 
($ millions) 
Improvement (+) or 
Deterioration (-—) 


1934-38 Year to Due to Due to 
1934-35 at 1949-50 = June 30, _~—s Total Price Change in 
Prices 1950 Increase Volume 
Exports to United States 260 264 278 t+ 18 + 4 +- 14 
Exports to Canada 7 126 218 202 + 166 + 92 + 8674 
[mports from United States 464 835 55! - 87 — 371 +- 284 
[Imports from Canada _ .. 334 617 563 — 229 —- 283 . 54 
Total Balance .. - 682 -- Q7O 544 —- 132 — 558 +- 426 


on the cushion of over-bulging order books. There is no doubt that British 
engineering concerns could have found much larger markets in Canada and, 
still more, other non-sterling markets outside the United States if they had 
really been obliged to look for them since the war. 

From where have these competing demands on engineering resources come ? 
They have not come from Britain, at any rate not until rearmament started. 
According to the E.C.A. study, gross fixed capital investment in Britain increased 
bv less than {100 millions (at constant 1949 prices) between 1938 and 1949; this 
Was not an extravagant—in fact it was clearly not even a sufficient—increase 
for a country that had run down its capital equipment at such a desperate rate 
during the war. This figure should be compared with the increase of £120 
millions (at constant 1949-50 prices) in British machinery exports to the 
overseas sterling area between 1934-38 and 1949-50, and the increase of £49 
millions in machinery exports to Western Europe in the same period and at 
the same prices. As will be seen from Table V the British resources that the 
overseas sterling area has gobbled up most voraciously since the war have been 
in this familiar field of capital equipment—that is to say, in precisely the field 
in which exports to harder currency countries could have been increased if 
there had been a slight downturn in competing demand. Among these harder 
currency countries, as Table V also shows, were those of Western Europe. 
Once again, therefore, any analysis of the relevant figures leads back to 
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the conclusion that the essential pre-requisite for the salvation of sterling 
must be a cut in the level of real investment in the overseas sterling area. 
But this cannot be the only remedy proposed at the Commonwealth Conference, 
for the simple reason that the overseas sterling area would not and should not 
agree to a policy that stopped there. 


WHO HAS GAINED BY THE STERLING AREA SYSTEM? 

To understand why they should not agree to it, it may be convenient to 
consider what Britain’s position might have been in the post-war world if 
there had been no sterling area system—that is to say, if there had been no 
arrangements for pooling dollar earnings or for permitting a free flow of capital 
within the area, but if the overseas sterling area had been compelled to meet 
its current deficit by dollar payments (without being allowed to draw on sterling 
balances accumulated during the war). At first sight—and this may surprise 
many people—it would seem that Britain would have gained very heavily 
on gold and dollar account if the present sterling area system had never existed. 
Between the end of 1945 and the end of 1949 the overseas sterling area drew 
£225 millions (or $905 millions) more gold and dollars out of the central pool 
than it paid into it. In these same four years the overseas sterling area ran 





TABLE V 
BRITISH ENPORTS TO OVERSEAS STERLING AREA AND EUROPE 


(4 millions) 


Value in Year to Growth since 1934-38 at 

June 30, 1950 Constant 1949-50 Prices 

Overseas O.E.E.C. Overseas O.E.B.AC. 

Sterling Area Countries Sterling Area Countries 
Machinery he 7 a es 207 74 + 120 - 49 
Vehicles .. i 7” <a - 162 87 - 118 + 74 
Iron and Steel Manutactures .. 93 34 + 29 + 18 
Chemicals 4 - ‘3 és 45 22 - 13 - 10 
Textiles .. -a e - ai 154 50 I — 42 
Coal and Coke .. Me 7 aa neg. 42 neg. - 58 
Others... “i <a a ia 283 128 - Of - 53 
Total .. 4 +“ $a 944 443 + 373 105 


a total external deficit on current account (including gold sales as ordinary 
exports) of over {800 millions. It was able to meet this huge deficit by pay- 
ments out of its war-accumulated sterling balances, as augmented by the 
very heavy post-war capital efflux from the United Kingdom. If this capital 
efflux had not been permitted, if the war-accumulated balances had been 
blocked, and if world trade had been wholly on a dollar basis, then the overseas 
sterling area would have had to pay out over $3,200 millions to the outside 
world in this period, including about $1,000 millions to Britain. In other 
words, on these assumptions, if the sterling area system had not existed 
between the end of 1945 and the end of 1949, the drain on the dollar pool in 
London would have been about $1,900 millions less than it actually was; it 
should be added that, on the same assumptions, the increase in the reserve 
between the end of 1949 and the end of 1951 would have been nearly $350 
millions smaller than it was. 

The real answer to this arithmetic, however, is that the assumptions under- 
lying it are absurd. They are absurd because if the sterling area system had 
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not been in existence in the post-war years—that is to say, if Britain had 
refused to allow a free capital outflow and had simultaneously blocked the 
war-accumulated sterling balances—then the overseas dominions would long 


long ago have cut down their imports from Britain. And the experience of 


1951 shows very plainly where these cuts would have fallen. They would 
have fallen on British consumer goods. Even in 1949-30, as will be seen from 
Table V, the overseas sterling area was the only important group among 
Britain’s customers that maintained its imports of British textiles at the 
pre-war volume; in late 1950 and 1951 it expanded these imports considerably. 
Here, then, is the hub of inter-Commonwealth economic relations since the 
war. The post-war sterling area has been a system under which the dominions 
have enjoyed a higher standard of livi ing than they have been earning, in 
return for ensuring a comfortable degree of full employment for Lancashire 
and other centres of consumer goods trades in the United Kingdom. The 
cost of this peculiar arrangement has been a series of recurrent crises super- 
impesed upon an unsurprising state of chronic malaise. 


THE REMEDIES 

These, then, are the main elements of the problem that faces Mr. Butler, and 
the other British Ministers who are to spend this month deliberating on what 
policy proposals they should lay before the Commonwealth Conference. The 
trade figures have for long shouted the true solution into deaf political ears. 
The solution must lie in a cut in industrial investment in the overseas sterling 
area, accompanied by a determined switch of resources in Britain from the 
consumer goods to the engincering trades. It is in the light of these supreme 
requirements that any expedients announced in November must be judged. 

Unfortunately, there has been some evidence recently that Mr. Butler may 
look with a fond eve on at least two expedients that would send the sterling 
area Jalloping away again in diametrically the wrong direction. The first of 
these would be an increase in the margins of imperial preference. At the 
moment about the only preferences that are really effective in influencing the 
cours: of demand are those that induce the overseas Commonwealth to buy 
British (rather than Japanese) consumer goods, and those that give some 
aid to new consumer goods trades in the unwisely industrializing dominions. 
Even though a widening of the preference margins might also give Britain 
some short- ‘liv ed advantages over the United States in the C ‘anadian market, 
this would be a disastrous course to adopt. 

it would also be quite fatal at this time to make further use of the clumsy 
weapon of import control, unaccompanied by any increase in internal disinfla- 
tionary pressure. The Commonwealth has had a sad example in the last few 
weeks “of the folly that can follow the axe. The Australian import cuts of last 
March have made that country a promising hothouse for the growth of uneco- 
nomic domestic consumer goods industries, and the Australian budget last 
month handed out substantial tax concessions to the industrialists that will 
soon be thronging to cash in on this. This has been done because the Labour 
Opposition claims that Australian unemployment has risen “ alarmingly “— 
on their reckoning to nearly 3 per cent. One of the most delicate tasks of the 
Commonwealth Ministers next November should be that of persuading Sir 
Arthur Fadden to go back home, shut his ears to this sort of agitation, and 
write his budget again. 
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A third expedient mooted in recent months has been the proposal to make 
a dash for sterling convertibiity and for a free sterling rate. As has been 
pointed out at length in previous issues of THE BANKER, such a step would 
have at least two arguments to commend it. The first argument springs from 
the dilemma that while another devaluation might effect a temporary cure 
for the dollar balance of payments (largely because it would make dollar 
imports into the overseas sterling area expensive), it might also permanently 
kill all confidence in sterling as an international currency; a free rate accom- 
panied by a move towards convertibility might reap the first advantage while 
minimizing the second danger. The other cogent argument ts that the sanction 
of convertibility would be one way of forcing sterling area governments to 
abjure the sorts of “ soft ’’ economic policy that have been such a blight on 
Commonwealth recovery in the post-war years; under convertibility the 
results of such softness would immediately show up in a fall in the exchange 
reserves. 

It seems clear, however, that such a harsh cure should be adopted only it 
no kinder one can be used. There is no evidence to justify such pessimism. The 
overseas sterling area should find it economically—as distinct from politically 

—easy to cut its industrial investment schemes. Many of these schemes are 
directly financed by local governments, and others are undertaken only because 
discriminatory local legislation encourages them; others, again, would be 
prudently postponed if there were a sharp rise in local interest rates. The task 
of re-orientating resources in Britain might be more difficult than that of 
cutting down investment in the dominions; it is always more painful to shake 
up an existing pattern than to stop new ventures from being started. But 
here again there is no reason to suppose that a cut in consumers’ spending 
power—such, for example, as would follow from a nation-wide increase in 
house rents—would not do the trick. 

To sum up: It cannot be too strongly emphasized that the main reasons 
for the sterling area’s crises since the war have been political rather than 
economic. It is true that the adverse turn in the terms of trade of Britain and 
of the sterling area gold producers means that the area as a whole must send 
out a volume of exports about 50 per cent. greater than before the war in 
order to pay for its pre-war volume of imports. But it is also true that the 
outside world’s demand for imports has risen by more than 50 per cent.; in 
1950, even the protected U.S. market was absorbing a volume of imports 60 
per cent. higher than in 1934-38. And the increase in demand has fallen 
heavily on goods that the sterling area is well fitted to supply. 

To supply them, however, would require some change in the existing 
pattern of production; and to secure that change some increase in transitional 
unemployment would be necessary. The necessary change in pattern would 
not be nearly as great as certain much-publicized exponents of autarchy have 
recently sought to imply, and the necessary increase in unemployment would 
probably be of a very modest order. But the Commonwealth Ministers should 
recognize now that the sterling area system must no longer be used to subsidize 
employment in the mills of Lancashire and the mushroom factories of Australia, 
while the world cries out for capital equipment, raw materials and food. If 
they do not recognize this, it might actually be better for Britain if the sterling 
area system were to fall apart. 
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Germany's Solvency 


ERMANY’S admission last month as a member of the International 

Monetary Fund, together with the plan for the settlement of Germany’s 

pre-war external debts that was agreed last month at the London con- 
ference of representatives of creditors and debtors, should lift a major obstacle 
from the path of Germany’s climb to credit-worthy status and economic 
stability. The proposed debt settlement, having been hammered out after 
more than two years of preparatory work by the interested Governments and 
five months of almost continuous negotiation in London between the repre- 
sentatives of the parties directly concerned, will, almost certainly, be translated 
into an effective inter-governmental agreement. Ratification by the creditor 
countries can probably be regarded as little more than a formality; they have 
been kept closely in touch with the negotiations and no such terms as those 
recommended by the Conference would have been put on paper had they not 
met with the general approval of the Governments of the countries represented. 
Ratification by the debtor country is, unfortunately, less certain, and cannot 
be expected to be automatic. The German Press has raised a significant clamour 
against the proposed agreement. This campaign should, however, be read in 
the light of domestic politics. There is no better stick with which to beat any 
Government than a settlement of external debts that seems to satisfy the 
creditors. Opposition to such a settlement appears to achieve every political 
advantage; it can be represented as a defence of the national interest, and yet 
does not appear to injure any domestic interest. 

While this can be readily understood, it 1s ominous, none the less, that this 
campaign against the agreement should have been whipped up with such 
ease in Germany. It comes as a reminder of the flippancy with which the 
average German regards an external debt obligation. This may be an inevitable 
legacy of the inter-war era, which destroyed many of the fundamentals on 
which respect for obligations of this kind is based. As everyone still vividly 
recalls, the German currency was first debauched and reduced to worthless 
paper, and, thereafter, there began an unholy and inextricable mixture of 
external borrowing with a preposterous reparations settlement that led ulti- 
mately and inevitably to default on the external debt. Once this default had 
taken place, all negotiations on the external debts could be translated, in the 
language of German domestic politics, into a German fight against external 
opposition, until default became synonymous with patriotism. 

However explicable this pre-war attitude may be, there can be no excuse 
for trying to resuscitate it now. Even the German opposition that is making 
so much of the burdens that are being placed on the German economy must, 
on closer investigation, realize that this agreement, apart from being a due 
acknowledgment of international contractual obligations, is part of the price 
that Germany has in any case to pay for re-entry into the comity of Western 
nations. This re-entry includes readmission to the capital markets and the 
short-term credit facilities of the rest of the world. Germany will undoubtedly 
extract from the wider implications of this agreement a great deal more than 
it will be called upon to pay. 

Moreover, acceptance of this plan for the pre-war debts must be regarded 
as the pre-requisite of a reasonable and bearable settlement of Germanys 
post-war debts. It will be recalled that in December last the three Western 
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occupying powers agreed with the Government of Western Germany to scale 
down their claims arising from the post-war provision of civilian supplies to 
Germany to less than one half of the nominal amount outstanding. In terms 
of sterling, these debts amounted to {£1,346 millions. The nominal amount 
has been reduced to £584 millions, by far the biggest cut being taken by the 
United States. When these agreements were announced, Britain and France 
prepared to waive all interest and contented themselves with an agreement 
by which the written-down amounts would be repaid in twenty equal annuities. 
At the time, the United States Government insisted on interest payment at 
21 per cent., but within the past few weeks it has agreed to waive interest 
payments for at least five years so as to ease the German burden and make it 
possible for Germany to bear the payments agreed in the private debt negotia- 
tions. Moreover, when the Allies cut their post-war claims on Germany, it was 
formally stated that the substantial concessions the creditors were prepared to 
make were conditional upon a reasonable settlement on the pre-war debts. 
If, therefore, Germany goes back on the terms that have been reached after so 
much hard bargaining in the course of the London discussions, it is not merely 
this settlement but also the settlement of the post-war obligations that will be 
thrown back into the melting-pot. All things considered, it may therefore be 
assumed that this settlement will be definitive, at least so far as governmental 
ratification of the terms is concerned. 


PRINCIPLES OF THE SETTLEMENT 

The work on these pre-war debts of Germany fell into four distinct categories 
and was tackled by four special sub-committees of the Commission that met 
in London. The first of these was the committee dealing with bonds of the 
Reich, and of the states and municipalities. The second concerned the medium- 
and long-term German debts resulting from private transactions, the third 
tackled the tangled problem of the standstill debts and the fourth dealt with a 
miscellaneous residual collection of commercial debts. It is impossible to 
generalize about the terms recommended in the agreed plan, since they differ 
within considerable margins as between the different types of obligations 
involved. 

For the oldest and highest-ranking of the obligations, the 7 per cent. external 
Dawes Loan of 1924, the proposals involve a reduction in the future rate of 
interest to 53 per cent. on the American issue and 5 per cent. on the others. 
The maturity date for the loan has been extended to the year 1969. Sinking 
Fund payments will begin in 1958 at 3 per cent. on the American and 2 per 
cent. on the other issues. Arrears of interest are being recalculated at 5 per 
cent. simple interest and for the aggregate sum thus computed the Federal 
Government of Germany will issue 20-year bonds carrying 3 per cent. per annum 
interest and, after five years, a 2 per cent. sinking fund. Bonds representing 
arrears due up to the end of 1944 are to be issued as from April 15 next, but 
those for the remainder of the arrears will not be issued until the unification 
of Germany has been completed. The detail of these provisions illustrates 
the meticulousness with which the agreement has been drawn up; there are, 
in fact, different terms for every issue that fell to be considered. One of the 
few general statements that can be made about these terms is that in each case 
the nominal capital amount outstanding has been kept intact. 

It will be seen from the provisions for the Dawes Loan that the American 
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bondholders have been given somewhat more favourable terms than the others. 
To understand this favoured treatment, it 1s necessary to appreciate what was 
perhaps the most important of the disputes between the several groups of 
creditors that marked the recent discussions—the difference of opinion about 
the gold and exchange clauses carried by some of the German bonds, notably 
by the 53 per cent. Young Loan of 1930. The American representatives argued 
vehemently that gold clauses should be barred altogether, on the ground 
that they had been made illegal under American legislation, while any exchange 
clauses should be laid aside because their invocation would give preferential 
treatment to holders of non-dollar bonds. But in the end the American bond- 
holders’ representatives gave way on this issue, in a series of intricate com- 
promises. Now the gold clause is gone; its place is taken by a dollar clause 
that relates payments in all currencies other than dollars to the rate between 
the dollar and the currency of the country in which the issue was made at the 
time the loan was issued. Hence, in the case of sterling Young bonds allowance 
will be made for the depreciation of sterling by adjusting the first interest 
payment due in sterling in the ratio of $4.866 (the rate in 1930) to $2.80 (the 
rate on August I, 1952). In this and in all other cases where gold or dollar 
exchange clause apply, the sterling payments will thus be increased by 74 
per cent. The better rates for interest and sinking fund offered on dollar bonds 
can be explained partly by reason of this compromise on the gold clauses. 
They also reflect the fact that, in the years immediately before the war, when 
the service of the German external debt was made in accordance with bilateral 
agreements with each creditor country, American bondholders were being 
treated less favourably than others. They are therefore promised somewhat 
belated recompense for this pre-war disparity. 

The principle of exchange protection is to be maintained for the future. 
Exchange clauses incorporated in the original bonds will continue to operate 
so as to provide for any new depreciation in the currency of the country of 
issue (in which currency the actual payments will be made); the amounts due 
will be computed on the basis of whichever of the currencies specified in the 
bond has depreciated least since August 1, 1952. This form of protection 
will apply to Young bonds, which incorporate a comprehensive exchange clause. 
If in future there is a depreciation in the value of sterling and of dollars, but 
not of Swiss francs, it is by reference to the Swiss franc that payments in 
sterling will be calculated. It should be observed that the concessions on 
these exchange clauses have significance not only for the bonds to which they 
directly apply; they set a precedent that it will be impossible to ignore in the 
Japanese debt discussions, where the principle is of even greater importance, 
because exchange clauses were scattered more liberally in Japanese external 
borrowing than they were by Germany. 

Among the recommendations of the other committees on the German 
pre-war debts, those for the future of the standstill debts will be the main 
focus of interest. These debts were for the most part converted into cash 
advances at the outbreak of war and have remained dormant in this form 
over the intervening thirteen years. In recent months facilities had been 
provided for repayment of these debts in Deutsche marks, but under some- 
what rigorous regulations that included a provision that sixty days’ notice of 
any such payment had to be given by the debtor to all his other creditors, 
this particular means of repayment will be maintained. The main intention ol 
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the new agreement, however, is to recommercialize these credits and thus to 
convert them from what are now dormant cash advances into acceptance 
credits that will finance actual movements of goods. There will be no scaling 
down of the capital amount of these debts; on the other hand, no provision 
is made for reduction of principal by periodical foreign exchange payments 
during the period of the agreement. 

The recommercialization of the debts will not put any additional credit 
facilities at the disposal of Germany. It merely means that German banks 
that are standstill debtors will, as and when they finance imports into 
Germany from sterling sources, send the relevant bills to London and allow 
the proceeds of the discounting of these bills to repay the cash advances now 
subject to the standstill agreement. The amount of the original credit line 
will be maintained, but the character of that credit will be changed by being 
reactivated so as to finance the Federal Republic’s current trade with the 
sterling area and other countries. It will be open to creditors to make addi- 
tional foreign exchange facilities available to Germany by granting new credit 
lines to German banks and industry outside the agreement. Such lenders of 
new money, if they are also standstill creditors, will be entitled to repayment 
of existing standstill indebtedness to the extent of 3 per cent. of each three 
months’ availment of new lines of credit. The aim is, then, to keep the volume 
of short-term credit granted to Germany at not less than its existing level. 

Arrears of interest on the standstill credits will be calculated at 4 per cent. 
simple and will either be added to the principal or will be postponed for pay- 
ment later—subject to any voluntary acceptance of repayment in Deutsche 
marks. From now on these debts will bear current interest and acceptance 
commissions ruling in the markets in which they are extended. It is estimated 
that about 20 per cent. of the amount owing under the standstill agreement 
relates to debtors in the Eastern Zone of Germany. Consideration of these 
credits has been postponed. The proposed terms of agreement on standstill 
debts promise that payments received by creditors from other sources in 
respect of German indebtedness (for example, under United Kingdom distri- 
bution of German enemy property) can be applied in reduction of standstill 
debts. This agreement on standstill indebtedness will be renewable from 
year to year in accordance with the practice that has prevailed since 1931. 
It should give general satisfaction to all concerned. 





THE BURDEN ON GERMANY 

The amounts involved in these debt proposals as a whole do not lend 
themselves to precise estimation; and still less is it possible to assess precisely 
their effect on the German balance of payments—chiefly because an appre- 
clable part of the German external bonded indebtedness is known to have 
been repatriated before and, to some extent, during the war. Furthermore, 
many of the debts in question have not yet come to light. It is also impossible 
to foretell now how much use will be made of the provisions for repayment 
in Deutsche marks or how far the application of exchange clauses may change 
the burden of the settlement. Very broadly, however, it can be said that 
the German external debt at the outbreak of the war amounted to the equiva- 
lent of about £700 millions, at current rates of exchange. On this amount 
the interest arrears calculated at simple interest and at the contractual rates 
would represent a further {200 millions. When the London debt discussions 
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began the Germans made an initial global offer that was intended to cover 
both the post-war and the pre-war debts, as well as reparations payments 
due to Israel. From this it appeared that the Germans were in effect offering 
about 417 millions for the pre-war external creditors. That initial offer was 
clearly no more than the traditional first bid in what was expected to prove 
a long bout of tough bargaining. Actually, the recommended settlement will 
place on German shoulders an annual service that will be about £35 millions 
immediately, but will rise to between £45 and £50 millions when sinking fund 
payments are in full operation in 1958. 

How does this prospective burden fit into the German balance of pay- 
ments? The accompanying table shows how the balance of payments 
improved between 1950 and 1951 and also indicates the distribution of pay- 
ments between the main currency areas. It will be seen that, thanks to the 
amazing feat of converting a deficit of $406 millions with the E.P.U. area in 
1950 into a surplus of $400.2 millions in 1951, Germany, despite an increase 


GERMANY'S BALANCE OF PAYMENTS 1950—1951 
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| 
| | Other 
| | Offset ”’ 
All | Account 
Countries | E.P.U. Area | Countries Dollar Area 
1950 1951 | 1950 1951 | 1950 1951 1950 1951 
Imports C.1f.) .. 2,713.3 3,515-5 | 1,934.2 2,204.3 | 204.5 479.7 574-0 831.5 
Exports (f.0.b.) .. 1,983.6 3,479.3 1,502.6 2,543.7 | 252-4 555-3 228.6 380.3 
seiner soescvemessein sn nenirenater ana ee oa: | 4 
Balance ot rade —-729.7 - 30.2 — 431.0 + 339-4 | +47-9 + 75.6 —- 340.0 —451.2 
Net Payments for 
Services -. +102.2 88.6 | + 25.6 + 60.8 | + 5.3 +11.6 | + 71.3 +116.2 
Balance of Current | | 
Transactions .. —627.5 --152.4 | — 406.0 +400.2 | +53.2 -+87.2 — 274.7 = 335.0 











in its deficit to the dollar area, was able last year to earn a total surplus of 
$152.4 millions, compared with a total deficit of $627.5 millions for 1950. 
This improvement has continued into 1952, though not at the steep rate 
revealed by the comparison of the previous two years. The improvement has 
certainly continued in Germany’s payments with E.P.U. Eighteen months 
ago, by end-February, 1951, Germany had accumulated a deficit of $457 
millions with E.P.U.; yet by the end of July last this had been converted 
into an accumulated surplus of $369 millions. In recent months Germany 
has headed the list of current creditors in E.P.U., and on present indications 
bids fair to exhaust its E.P.U. quota and thus to require ad /ioc arrangements 
in a matter of two or three months. This strong creditor position with E.P.U. 
now comfortably offsets Germany’s current deficit with dollar countries and is 
evidence of a virility in the balance of payments that should enable Germany 
to carry the new external debt burdens in its stride. 

The remarkable recovery in Germany’s balance of payments does, indeed, 
provide a classical textbook illustration of the way in which a payments 
disequilibrium should be tackled. The currency reform of 1948 laid the first 
foundation for rehabilitation of the German economy. Subsequently, as the 
policies of import cuts, dear money and of incentives to exports were applied 
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and began to do their work, the transformation became apparent—and became 
fully visible during the course of 1951. In February of that year Germany 
was still so hard-pressed as to find it necessary to take advantage of the article 
in the liberalization code of O.E.E.C. that allowed it wholly to suspend the 
liberalization facilities for imports. In the course of the next few months it 
fixed monthly ceilings of imports from E.P.U. countries and ensured, by the 
appropriate issue of licences and operation of exchange control, that these 
ceilings were not exceeded. 

At the same time, from March, 1951, onwards, there was a considerable 
erowth of exports to E.P.U. countries. An important factor in bringing 
about this growth was the policy of credit restriction and financial stringency, 
which was intensified with the direct objective of overcoming the crisis in the 
balance of payments. As expounded in the report of the Bank Deutscher 
Lander, ‘“‘ one express object of this policy was to hold back demand within 
the country, including the demand for capital goods, which was also oppressed 
by curtailing tax concessions that were allowed in respect of capital invest- 
ments financed out of the firm’s own resources. The intention was to free 
both productive capacity and bottle-necks in materials, so that more could 
be produced for exports’’. The promotion of German exports was also 
inevitably helped by the ‘“‘ Korean boom ” and by the sharp rise in the demand 
for engineering and other goods from those overseas countries in the E.P.U. 
area that produce raw materials. It should be added that Germany’s ability 
to take full advantage of the opportunities offered by export trade was 
significantly attributable to the fact that its industries were so little occupied 
with defence. Germany could produce exclusively for “ butter or exports ”’ 
But this was not the only reason for the extraordinary resurgence in the 
German balance of payments in the second half of 1951 and the first half of 
1952. 

Germany's violent cuts in imports in 1951, and the complete retreat from 
the programme of liberalization, were met by other E.P.U. countries in the 
most sympathetic manner. No counter-measures were taken, not even by 
countries such as the Netherlands, that were seriously hurt by the cuts. The 
other E.P.U. countries, in recognizing the German difficulties, were, in fact, 
conforming with the regulations of OEE. and with the broad lines of 
economic policy that require creditors to pursue an expansive policy and 
debtors a contractionary one. Those principles are too often forgotten, and 
it may be opportune to remind all E.P.U. countries of them now that Britain 
is the main debtor—and one whose import cuts are all too readily received with 
shouts of abuse and threats of retaliation from the other members. 

Germany has shown how a balance of payments problem can be solved 
on expansive lines, not by throttling but by enlarging the turnover of trade 
with the other countries of E.P.U. "That it was able to do so was due to the 
stern discipline to which the domestic credit and monetary situation con- 
tinued to be subjected, to the revival of real confidence in the curre ncy, to 
the consequential and substantial increase in personal savings, and to a readi- 
ness to work hard and honestly. 

Credit policy was the firm rock on which this improvement was secured. 
The official discount rate of the Bank Deutscher Linder had been raised from 
4 to 6 per cent. in October, 1950. Just prior to this sharp increase in money 
rates, the central bank had also raised minimum reserve ratios of the com- 























THE BANKER 











mercial banks, from 10 to 15 per cent. for sight deposits in towns, from 8 to 12 
per cent. in agricultural districts, and from 4 to 8 per cent. on all time and 
savings deposits. The high level of money rates reinforced by these austere 
cash ratios was maintained for about eighteen months. Then, in May of this 
year, the discount rate was reduced from 6 to 5 per cent. and some alleviation 
was made in the statutory ratios, notably those for smaller banks. The 
Bank Deutscher Lander announced a new, highly complex, and variegated 
structure of reserve ratios, distinguishing not only between urban and rural 
banks but also between no fewer than five grades of banks, ranked according 
to their sizes. Indeed, the complexity of regulations for bank reserve ratios 
in Western Germany is increasingly reminiscent of the Federal Reserve system, 
and of American banking legislatio generally. 

The credit policy followed by the Bank Deutscher Lander during this 
period of restoration of the balance of payments may have been severe, but 
it was administered with considerable elasticity. As from June, 1951, it was 
decided to retreat from the previous policy of defining specific quotas by 
which each bank should reduce its lendings. A less rigid policy was followed. 
In particular, special assistance was granted by the central bank to facilitate 
export credits. This was one of the ways in which credit restrictions were 
partially eased from the middle of the year—but eased in the particular 
direction in which concessions were likely to prove most fruitful. With the 
marked improvement in the balance of payments, a further reduction in the 
Bank’s discount rate, to 4) per cent., was announced on August 2Ist. 

One of the stubborn features that endures in the German economy 1s the 
considerable deficit with the dollar area. In this respect German experience 
is symbolic of that of the whole of Western Europe. All would be well if only 
Germany could continue to run a sufficient surplus in its European trade to 
meet its deficit with the dollar world and have the assurance that the one 
could be used as an effective offset against the other. That is what most 
Kuropean countries want to do to-day. In the circumstances of the moment, 
while the United Kingdom is the outstanding debtor in intra-European 
payments, this is tantamount to a demand for the convertibility of sterling. 
Traditionally, the balance of European overseas payments depended on this 
convertibility of sterling. It would be unwise, however, for European 
countries to make plans that assume dependence on this prop. The European 
Payments Union, despite all the good it has done, may be criticized for 
fostering this illusion that continental Western Europe may be able to depend 
on a surplus with Britain to cover its deficit w ith the United States. 

The German authorities, however, are obviously by no means blind to the 
realities of the situation. That is why they are continuing a policy of credit 
restriction even though their total balance of payments may look reasonably 
assured. It is also a reason why the Bank Deutscher Lander pleads for a 
considerable strengthening in the gold and dollar reserve of the member 
countries of E.P.U. As it points out in its latest annual report, it is essential 
that the reserve held by Western Germany shall be increased if the country 
is not to find itself threatened by disaster every time there is an appreciable 
worsening of its trade balance. And it concludes: ‘‘ If one looks back on the 
balance of payments difficulties of 1951, it can now be stated with certainty 
that the suspension of liberalization could have been avoided if the central 
banking system at the time had had a larger working reserve’ 
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The American Capital Market 


The problems that have confronted the American capital market since the war are 
yevealingly similar to those that the City of London has had to face—and that it is 
going to have to face in increasing volume in the next few years. The mechanism of the 
American market, however, 1s necessarily % very different from that established here. 
In the belief that each country has a great deal to learn from the other's experience. 
THE BANKER Presents, in the first of the two following articles, a specia! survey of 
the scope of the risk capital problem in America and compares it with the similar 
problem here. In the second article Mr. T. R. Seton, of the well-known American 
investment firm of Merrill Lynch, describes the structure of the American new issite 
and stock markets, for the benefit of British readers. —Ev. 


I—The Dearth of Risk Capital 


VER since the great depression of the 1930s the difficulties in the way of 

industrial investment have constituted one of the gravest of world economic 

problems. In Britain investment has been most dangerously restricted in 
the post-war years; this restriction has been partly deliberate, in order to 
bolster the balance of payments, and partly an undeliberate consequence of 
the march towards the welfare state—a march that has brought with it a 
transfer of purchasing power from those that used to be the most prolific 
providers of industrial capital to those that tend to spend all they get. In 
the United States the problem has taken a somewhat different shape. Indus- 
trial investment there has continued to run at a high level—certainly by 
comparison with its level in the 1930s—but it is precisely because it has been 
sO high that the new problems of risk capital provision have begun to show 
up in an alarming degree. The object of this study is to put this American 
problem in perspective, and to compare it with British experience. 

Most of the statistics quoted in this article will not extend beyond 1950: 
the statistics that are available for 1951 are not sufficiently complete to 
provide the basis for an exhaustive study—and, in any case, I95I was a 
peculiar year. Table I shows the sources of savings that became available for 
use by private industry in America in 1938 and 1950. It will be seen that 
private investment in 1938 was actually below the level that could have been 
financed by depreciation allowances (which, at that time, probably reasonably 
reflected replacement needs). By 1950, when depreciation allowances were a 
completely inadequate reflection of replacement needs, personal saving and 
undistributed profits together supplied a greater proportion of funds for invest- 
ment than depreciation allowances; this has been a normal feature of American 
investment finance in the post-war period, but 1950 was exceptional in that the 
Government was also providing funds for private investment by debt repay- 
ments and that America was undertaking—in that one year only—some net 
disinvestment abroad. 

In the last two columns of Table I an attempt is made to convert the 
available figures for British investment finance into a form that is broadly 
comparable with the American statistics. It will be seen that the main features 
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of the British figures are that 20 per cent. of the funds available for private 
investment in 1950 were provided through Government lending and debt 
repayments, whereas in 1938 the Government had been competing with private 
industry for available private funds; and that depreciation allowances still 
accounted for 54 per cent. of the funds used for gross private investment in 
Britain in 1950 (against 60 per cent. in 1938). Since depreciation allowances 
are certainly quite as inadequate a reflection of replacement needs in Britain 
as in America, the probability is that gross private investment in Britain in 
1938 was slightly above the needs of replacement, but in 1950 it was slightly 
below them; America probably had a precisely contrary experience in each 
year. The increase in investment relative to replacement needs in America 
was made possible by a growth in the contribution of private saving and of 
undistributed profits; in Britain both these sources of saving have declined 
in relative importance since 1938—indeed, in 1951 undistributed profits in 
Britain (when struck net of stock appreciation) were probablv a negative 
quantity. 

The conclusion that gross private investment in America is now probably 
running in advance of replacement needs, while in Britain it probably is not, 


TABLE I 
SOURCES OF INVESTIBLE FUNDS FOR PRIVATE SECTOR 
UNITED STATES UNITED WINGDOM 
» of Total Saving °,, of Total Saving 
1935 1950 19358 1950 
Personal Saving > a — me ‘ 15 22 38 rs 
Undistributed Profits is e" AS nw I 17 38 ag, 
Depreciation Allowances .. ar i“ 10g 36 60 54 
Government Lending or Debt Repay ment- .. — 24 16 - 46 20 
Dyrain on Overseas Capital ‘cn .. - 17 5 [2 - 11 
Other aan . - ie is a 16 4 — 
Total ws ~ - I0o I00 100 TOO 
Gross Private Domestic Investment as °., of G.N.P. 73 [7 g! i 


may seem, at first sight, to be inconsistent with the estimate in Table [ that 
private investment in Britain accounts for only a slightly smaller proportion 
of gross national product than in America. There are, however, three factors 
that need to be noted here. First, productivity in the capital equipment 
industry in America is twice as great as productivity in its British counterpart 
—so that, if machines took the same amount of time to wear out in each 
country, America could fulfil its replacement needs with a much smaller propor- 
tionate diversion of labour resources to the manufacture of capital equipment. 
Secondly, America continued a high level of industrial investment in the war 
years, Whereas British industry is still striving to replace plant that had to 
be allowed to wear out then. Thirdly, a much greater proportion of America’s 
investment effort is concentrated on manufacturing industry and a much 
smaller proportion on public utilities. Thus, in 1950, the outlay by American 
manufacturing industry on plant and equipment alone amounted to 22 per 
cent. of gross private investment (as defined in Table I) and the similar outlay 
by public utilities to 11 per cent. of it; in Britain the relevant proportions 
seemed to be 15 per cent. on plant and equipment for manufacturing industries 
and 22 per cent. for public utilities. If investment is a gauge of increasing 
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competitive efficiency, then American manufacturing industry is clearly going 
further ahead of its British competitors each year—and thus adding to its 
already long lead. 

So much for the scale of the American effort. What, now, of the resistances 
that it has had to face ? It is here that the financial problem becomes startlingly 
apparent. Table I] shows the U.S. Department of Commerce’s estimates of 
the way in which American corporations secured the $137 billions of funds that 
they utilized for capital development programmes in the five years from the 
end of 1945 through 1950. The pattern of finance, with its disproportionate 
emphasis on debt financing rather than equity flotations, will be all too familiar 
to British readers; it mirrors a dangerous trend that has also taken place in 
this country. Indeed, in America the risky business of piling up prior charges 
rather than equity finance seems to have gone even further than in Britain—a 
sign, perhaps, that many American companies had not accumulated as large 
liquid balances as their British counterparts in any period of physical disin- 
vestment in the war and that they have pushed their post-war investment 
programmes further. Table III shows some interesting statistics of the declining 


TABLE II 
U.S. CORPORATIONS’ SOURCES OF FINANCE, 1946-50 
($ billions) 


Retained Profits aa ws ‘na - a 7 a - » 
Depreciation Allowances 7 - = i wa ~~ - 29 
New Long-Term Debt 4 ea a - i 3 - 21 


Short-Term Bank Loans 7 es i a -s = cd 7 
Preference and Equity Issues os on Ka or és ~ 7 
Other Financing . a _ oe - 7“ ‘a . 20 


Total New Capital Employed ea - «4 oT +n 137 


proportion of equity finance enjoyed by a number of representative American 
companies, compared with their British counterparts; this table is drawn from 
the contribution of a member of the Charterhouse Finance Corporation to a 
recent analysis of institutional investments published by Duke University, 
North Carolina.* The figures should be studied carefully—and apprehensively 
—by all those who believe that a heavy burden of prior charges is a certain 
means of turning any future sharp recession in corporate income into a full- 
scale financial crisis and slump. It is true that there has been some return to 
equity financing in Britain—by the pistol point method of rights issues—since 
money first became dearer last November; this is because industrial borrowers 
believe that it must be going to be cheaper to borrow on fixed interest terms 
in most future years than it is now. But it is difficult to feel confident that 
this is more than a short-term aberration of a long-term trend. 

The long-term trend away from equity finance has been due to the eutha- 
nasia of the rich private investor who is willing and able to take a risk. In 
the five years from the end of 1945 through 1950, when, as already stated, 
new corporate investment in the United States amounted to about $137 
billions, personal savings in America are estimated to have been $43} billions 
and net personal purchases of non-Government securities are estimated (by 








* This very able analysis, from which a number of other statistics given later in this article 
are also drawn, was published as Vol. 17, No. 1 (Winter, 1932) of Law and Contemporary Problems 
by Duke University School of Law. 
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the Securities and Exchange Commission) to have been only just over $5 
billions. There seems to have been some improvement in 1951—and these 
figures, tiny as they are, are probably less disturbing than those in Britain, 
where, as THE BANKER has pointed out before, private individuals seem to 
have been net sellers of securities in practically every post-war year. But 
it seems clear that something like four-fifths, or about $20 billions, of the new 
funds flowing into the stock markets in America in the five years to end-1950 
must have come from sources other than direct personal investment. It should 
be added here that the estimate of the rdle of the American new issue market 
implicit in Table II is broadly borne out by the estimates of the Commercial 
and Financial Chronicle, which recorded just over $233 billions of new capital 
issues between 1946 and 1950 (of which about $18 billions were bond and 
note issues, and the rest evenly divided between preference and ordinary share 
issues). 

The main sources of these post-war funds for the capital market, in America 
as in Britain, have been the big investment institutions, through which indi- 
vidual savings are now being increasingly channelled. There are two ways in 


TABLE III 
THE BURDEN OF PRIOR CHARGES 

Prior Charges Prior Charges 

(i.e. non-equity (i.e. non-equity 

capital) as °, of capital) as % of 
Aimevicar Conipanies total capital British Companies total capital 
194! 1950 194I 1950 
American Tobacco .. me 37-99 67.10 Imperial Tobacco .. 25.50 58.45 
Armour & Co. oe arn 73.60 g0.13 Liebig’s Extract of Meat . 33-33 §0.00 
Celanese Corporation a 98.07 98.30 British Celanese... - 81.19 84.67 
Du Pont a os a 43-28 54.54 L.C.1. - i. aa 32.08 42.12 
Firestone Tire & Rubber .. S2.67 59.04 Dunlop wa “ - 47.60 54.68 

Goodyear Tire & Rubber Goodyear Tire & Rubber 

US.) .. bs - gO.70 93.18 if ¢ ae oh ba 23.93 77.34 
Monsanto (U.S.).. a 58.49 74.66 Monsanto (U.K.) .. a 57.14 62.50 
U.S. Steel .. - a 45.82 32.88 John Summers .. s Nil 55.25 


Source : Duke University Publication, op. cit. 


which the massive role now played by these institutions in the United States 
can be effectively illustrated. The first is by reference to some statistics con- 
tained in the Duke University study already referred to. These statistics, 
which show changes in holdings of public and long-term private debt over the 
last thirty vears, are set down in Table IV. Public debt, in this context, com- 
prises all direct and guaranteed obligations of Federal, State and local Govern- 
ments and their agencies, exclusive of debt held in sinking funds. Private 
ene diagren debt comprises net long-term corporate debt and “real estate mort- 

vages, but not, of course, preference and equity shares. The figures are dis- 
cated by the huge movements in the whole of the public debt during the war 
and the cheap money era, but they are still sufficiently striking. It will be 
seen that financial institutions now hold 72 per cent. of the whole, compared 
with 49 per cent. in 1920. 

Trends in purely stock market finance can, however, be better illuminated 
by reference to the published balance sheets of the various groups of financial 
institutions. The postulated provision of some $20 billions of non-personal 
funds for U.S. stock markets in the five years to end-1950 can, in fact, be traced 
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with reasonable accuracy in this way—and so can the reasons for the trend 
away from equity and towards bond and note issues. The biggest sources of 
funds for the stock markets in the post-war quinquennium were clearly the 
life insurance companies, whose total assets rose by over $19 billions in the 
five years to end-1950; in this period their holdings of preference and equity 
shares rose by just over $1 billion and their holdings of other business securittes 
by just over $13 billions. There have always been strict legal safeguards 
against large investment in common stocks by life insurance companies in 
America, and, although 36 states now allow some investment in these media, 
holdings of ordinary and preference shares still amount to less than 3} per 
cent. of total life funds—and cannot go much above this limit until the law 


TABLE IV 
OWNERSHIP OF PUBLIC AND LONG-TERM PRIVATE DEBT IN THE 
UNITED STATES 
Amount in $ Billions Per Cent. 





1920 1930 1940 1950 1920) [930 1940) 956 
Total Debt: 


Public wh _ - nex 30 32 72 289 35 26 fs 7 
Private se a ied ” 55 03 78 125 65 7 52 
Total Debt “a — 85 126 150 414 100 §=6100) «61000100 
Held by ‘ 
Insurance Companies rs ny * 16 25 OJ ‘ T2 17 
Mutual Savings Banks, Savings and 
Loan Associations and Post Office 
Savings i - va 7 18 16 39 g rf II 
Commercial Banks .. - és 12 22 32 109 If 17 21 26 
Public Pension and Trust Funds .. I 2 10 40 I 2 7 
Private Pension and Trust Funds .. Nil Nil 5 Nil Vil I i 
Trust Funds held by Commercial 
Banks - ie i - 15 17 22 39 1s 14 15 
Total Financial Institutions .. 42 75 106-300 49 59 71 72 
Non-financial Corporations - Bowe & 2 20 Ue S I 
Individuals and others .. | 13) 49 42 95  . 28 23 
Total Holdings - 85 126 150 414 100 =636100~=—100 190 
Source : Duke University Publication, op. cit. 


changes (as it is doing in most states, though very slowly). Property insurance 
funds are not, of course, subject to such rigid legal control, and over 25 per 
cent. of property insurance funds are now held in preference or equity stocks: 
between 1945 and 1950 the total assets of property insurance companies 
increased by $5} billions and their preference and ordinary stock holdings by 
$1 billion. 

Among the other big financial institutions the savings and loan associations 
(broadly equivalent to building societies in Britain), the mutual savings banks 
and the commercial banks are not, of course, suitable instruments for equity 
hnancing. As in Britain, however, bank loans since the war have clearly 
lulfilled some of the functions more properly carried out by permanent finance 
—though, again as in Britain, recent changes in credit policy have tended to 
damp down this undesirable development. The main new sources of equity 
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finance since the war have therefore been the pensions funds, other trust funds 
and the investment companies (equivalent to British investment trusts). 

The growth of pensions funds has, perhaps, been an even more significant 
development in post-war America than in post-war Britain. Trade unions 
now customarily demand liberal pension schemes when bargaining for their 
annual contracts; the schemes already in operation are probably bringing in 
a surplus of some $2 billions a year, much of it available for investment in 
equities. The growth of other trust funds has been less spectacular, but there 
has been a clear trend towards equities rather than bonds within the individual 
portfolios. This has been aided by the relaxation of legal requirements. 
A majority of states now allow trustees to invest as a “ prudent man” would 
invest, while other states that have not vet adhered to the “ prudent man” 
rule have widened the area of discretion; in New York, for instance, 35 per 
cent. of trustee funds may be invested in common or preferred stocks (or other 
securities that were previously ineligible). Since holdings of non-Government 
securities in the trust funds now administered by commercial banks are probably 
as large as $30 billions, this trend towards liberalization—which started in 
.937——could bring much-needed long-term relief to the equity markets. Finally, 
the assets of open and closed-end investment companies (or investment trusts) 
amounted to some $4.9 billions at the end of 1950, compared with less than $3.4 
billions at the end of 1945. 

There are therefore clear signs that the increased potential demand for 
risk capital is slowly leading to an opening up of new sources of its supply. 
But it is also clear that the present trend can only mitigate the problem, not 
solve it. Even if the financial institutions can be gradually allowed and 
induced to concentrate more on risk capital provision and less on fixed interest 
lending, they will obviously tend to invest in established ventures rather than 
new ones. Large institutions, using other people's funds, cannot take a risk 
in the finance of new industrial revolutions; the only new processes that can 
expect to reach fruition are those that attract the interest of existing large 
corporations, with opportunities for self-finance. If this continues, much of 
the dynamic that has created the American miracle will waste away. Mean- 
while, the heavy burden of prior charges that has been built up remains a 
frightening shadow for those who fear recession. 

In his inaugural lecture on assuming the Chair of Business Finance tn the 
University of London eighteen months ago, Professor Frank Paish dealt at 
length with British reforms in law and stock exchange regulations between 
r914 and 1945, which radically improved the mechanism for the provision of 
long-term capital in London. ‘ The emporium ”’, he said, “ has been rebuilt 
and re-equipped regardless of expense. . . . The shop assistants, scientifically 
trained and hygienically clothed, stand awaiting business. But where are the 
customers ?’’ Much the same paradox has occurred in America. In the fol- 
lowing article an executive of a well-known American investment firm describes 
the mechanism for capital provision that has grown up in his country; it isa 
mechanism that deserves study here. But it is not only the American system 
for attracting investible funds into industry, but also American difficulties in 
securing the right sorts of finance, that should be closely watched from the 
City of London, with a sympathy born of common experience and common— 
though all too often unrecognized—danger. 
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Il—The Market Mechanism 
By TI. R. Seton 


HE purpose of this article is to describe the complex mechanism of the 
"T toneeterm capital market in the United States, with emphasis on those 
aspects that differ from the British system. The subject falls naturally 
into two main functional divisions: every participant in the investment 
industry 1s engaged either in the primary (original) distribution of securities 
or in their secondary distribution (the transfer of ownership of existing instru- 
ments). Primary distribution is the work of two types of firms. Underwriters, 
or issuing houses, are the risk-bearing entrepreneurs between those who want 
securities and those who want new money. Dealers buy from the underwriters 
to resell to the public at a profit; their commitments are either very small 
or, in the case of those dealers who buy only to fulfil selling orders in hand, 
virtually non-existent. Both underwriters and dealers, however, normally 
act as principals; they assume ownership of a security before reselling it. 
Secondary distribution is accomplished either on the organized exchanges 
orin the Over-the-counter Market (or O.T.C.), which is described on page 158. 
Transactions on the exchanges are handled for the public by brokers, who 
take no risk for their own account and who charge a commission fee for their 
services. In the O.T.C. market a firm can transact public business either as a 
broker working on commission or as a dealer who becomes a party to the 
transaction in the hope of a profit commensurate with the risk he assumes. 
Although these functions can be clearly defined, some difficulty arises in 
attempting to classify the various firms. Some are underwriters, dealers, and 
brokers, while others are any one or any combination of the three. At present 
there are nearly 4,000 brokers, dealers, and underwriters registered with the 
Official Securities and Exchange Commission, and these carry on business in 
more than 1,900 offices staffed by some 56,000 people. 


The Flotation of New Issues 

The logical starting point of any survey such as this is the mechanism for 
floating new issues, the fundamental work of the investment banking system. 
Some approximation of the number of firms engaged in this activity can be 
made by analysing the membership of two organizations—the National Asso- 
ciation of Securities Dealers and the Investment Bankers Association. The 
N.A.S.D. is a quasi-public but voluntary organization set up under the aegis 
of the S.E.C.: of its 2,800 members not more than 1,000 are concerned with 
new issue distribution, and of these it has been said that “‘ only 200 to 250 are 
really active ’’. This estimate substantiates the figures derived from an analysis 
of the membership of the I.B.A., which is the investment bankers’ trade 
association. It is a voluntary and somewhat selective organization to which 
any individual, corporation, or partnership of good repute in the investment 
industry may be admitted at the discretion of the board of governors. A recent 
membership survey shows that of 739 firms about go are underwriters in “ large 
or very large ’’ amounts and another 160 are underwriters in “‘ substantial ”’ 
amounts. : 
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Such investment banking houses can be organized as corporations, partner- 
ships, or individual proprietorships; this differs from the brokerage end of the 
business, in that the New York Stock Exchange does not extend membership 
to corporations. A 1951 estimate places the combined capital funds of American 
investment banking firms at over $500 millions; at the same date the capital 
of the nation’s largest brokerage and investment firm was $21 millions. It 
should be understood, however, that not all these funds are available for 
underwriting activities: some may be lent to customers for margin transac- 
tions. The financial status of an investment banker is of great importance 
because an enterprise wishing to float a new issue in the United States usually 
sells its securities direct to an underwriter instead of asking him merely to 
insure the issue against failure. It follows that large issuing houses must have 
substantial capital of their own and, moreover, should be in a position to 
borrow additional funds from the commercial banks (using as collateral either 
the new securities or those they already own). 

Under current conditions, two main methods of originating non-govern- 
mental securities prevail: either there is direct negotiation between the 
issuing company and the investment banker, or various investment banking 
syndicates are formed to bid against one another for the business. The bankers, 
by and large, prefer negotiation, but law and tradition dictate that certain 
types of issue should normally be sold at competitive bidding. Included in 
this latter category are state and municipal bonds, railroad bond issues, and 
securities of public utilities subject to the Public Utility Holding Company 
Act of 1935. Industrial issues are still the province of negotiation, while U.S. 
(;overnments are commonly offered by subscription. 


NEGOTIATION PROCEDURE 
The negotiation procedure works along the following lines. Once the pro- 
spective issuer (the enterprise wishing to raise funds) has approached the invest- 
ment banker for his underwriting services, the latter requests his buying 
department to make a preliminary inquiry to ascertain whether the business 
is feasible. This investigation includes checking fixed assets against balance 
sheet items, analysing the company’s position in its industry, and determining 
whether charter amendments are necessary to permit further security flotation. 
Because of the specialised nature of certain aspects of the inquiry, outside 
experts—lawyers, engineers, and accountants—are often consulted for inde- 
pendent opinions. Approval by the buying department leads to a negotiation 
conference between issuer and underwriter at which they agree informally 
on the terms of the offering and its prospective price. Formal documents are 
then prepared, among them an offering prospectus and a registration statement 
tor deposit with the Securities and Exchange Commission. Unless it is shortened 
by the S.E.C., there is a twenty-dav compulsory waiting period between the 
tiling of the registration statement and its “ effective ’’ date when the securities 
can be publicly offered. During this “ cooling ’’ period, the information con- 
tained in the statement is given extensive publicity among investors and 1s 
inspected for adequacy by the S.E.C. 
Thus far only one investment banker has been mentioned; in negotiating 
with the company, he is the “ underwriting manager’’. However, most 
publicly offered issues are of large size (over $1 million in value); and so the 
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manager, to avoid committing too much capital in any one venture, attempts 
to distribute the hability involved in the proposed underwriting. He does 
this by forming a purchase group, or underwriting syndicate, of other invest- 
ment banking firms (their number varying according to the size of the issue), 
each of which is assigned a participation for which it is liable. A purchase 
agreement is drawn up in which each group member contracts direct with the 
issuer for his proportion of the offering, and this contract is supplemented by an 
agreement among the underwriters themselves. Subsequently, a selling group 
is organized to minimize the risk further by assuring widespread and rapid 
distribution of the issue. Some of the underwriting firms, having available 
marketing facilities within their own organizations, also sell directly to the 
public and to institutions, while certain firms specialize only in the under- 
writing function, just as others are simply sales organizations with no interest 
in underwriting. To summarize, then, we find a pyramidal structure with the 
underwriting manager at the peak, negotiating with the issuer. Below him 
are the purchase group members (wholesalers to the selling group) and below 
them, forming a broad base, are a large number of firms comprising the selling 
group (retailers to the public). Since by law new issue offerings must be 
accompanied by a prospectus, and since the prospectus is not valid until the 
effective date, the distributive machine does not officially swing into action, 
except to spread information, until the end of the cooling period. However, 
American selling ability, even in the investment banking domain, is efficiently 
organized, and it is impressive to watch an offering go “ out the window ”’ 
shortly after its release. It is an important distinction between the American 
and British capital markets that all new issues in the United States are initially 
distributed in the Over-the-counter Market and not on one of the sixteen 
organized exchanges. 
PRICING AND TyPEs OF ISSUE 

Pricing is one of the more delicate problems involved in a negotiated issue. 
Generally speaking, the price that the underwriters agree to pay the issuer 
depends on two factors. The first is the public offering price at which it is 
thought possible to distribute the security, this being a function of the state 
of the market and of current prices for comparable securities. The second is 
the underwriting “‘ spread ’’, which includes the management fee, underwriting 
compensation, and, largest of all, selling commission, each applicable to its 
respective procedure described above. The public offering price minus the 
underwriting spread equals the price to the issuing company. A study by the 
S.E.C. has shown that, during the years 1945-49 inclusive, the cost of flotation 
of the $29,000 millions of all types of securities registered with it was $2.64 
per $100 of gross proceeds; of this, compensation paid to underwriters (the 
spread) amounted to $2.12 and other expenses to $0.52. Although an approxi- 
mate price is agreed upon in the early stages of negotiation, no firm commit- 
ment is made by the underwriters until a few days before the issue’s release 
(and, of course, is contingent upon it). Even then, it is usual to include in the 
purchase agreement a ‘“‘ market out ’’ clause, permitting the underwriters to 
withdraw in the event of unexpected developments that might exert an 
abnormal effect on the market. 
Once an offering has been released, the underwriters may, with special 
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permission of the S.E.C., stabilize the issue in the market by entering buying 
orders to prevent a decline in price. Intention to stabilize must be announced 
in the prospectus, and the actual process is carefully policed by the S.E.C. 
lest it deteriorate into forbidden manipulation. The successful completion of 
a distribution enables the underwriters to disband at an early stage, leaving 
final details to the managing firm. However, a “sticky” issue involves a 
longer period of risk, and occasionally individual members of the buying 
syndicate have to take proportionate amounts of unsold securities into their 
inventories. 

Competitive bidding differs from negotiation in that here price alone 
determines which underwriting group will handle an offering; the influence 
of personal relationships between issuer and investment banker is minimized. 
In a competitive sale, the business or agency desiring funds invites, by public 
advertisement, bids on a certain date for securities to be issued on rather 
closely defined terms. Various leading underwriters thereupon take the 
initiative in forming competing groups; bids are submitted, accompanied by 
‘ good faith ’’ deposits; and the group proposing to provide the issuer with 
funds at the lowest cost is awarded the issue for resale. If the buying syndicate 
intends to retail the securities, a provisional selling group will have been 
formed. However, there are cases (e.g. certain municipal bond issues) where 
the purchase group members might wish to retain the securities in their own 
portfolios. Two tendencies, moreover, have reduced the importance of the 
selling group under the competitive bidding procedure: the spreads have 
become narrower, and purchase group sales direct to institutions have increased. 

‘ Rights ” financing, whereby a company obtains funds from its present 
security holders, is not uncommon in America; in the fiscal year 1949-50 
over $900 millions of securities were offered by this or related methods. 
Whereas normal financing 1s managed on a “ firm ”’ basis, meaning that the 
underwriters buy the entire issue, or on a “ best-effort ’’ (agency) arrangement, 
rights financing is often undertaken on a “ standby ’”’ basis committing the 
underwriters to purchase only that portion of the issue not taken up by existing 
holders. This last method has permitted the development of an arbitrage 
procedure that serves to stabilize the nghts market and at the same time to 
provide remuneration for underwriters. The purchase group buys large quan- 
tities of rights in the open market and periodically “ lays off ’’ to the public at 
a net price the shares into which the rights will later be exchanged. 

There is relatively little direct marketing of securities to the public by 
American industry. When done in the past, it has usually involved raising 
funds either from existing holders through the issue of rights or from employees 
of the company, and the general public has not been solicited. Apart from 
this, efforts to acquire new money from investors at large without recourse to 
the investment banking mechanism are looked on with suspicion and dis- 
approval. The implication, of course, is that no underwriter considers the 
project worthy of support. 

Such, then, is the machinery for the flotation of new issues in America. As 
a result of abundant new financing, the post-war period has been a prosperous 
one for the investment banking industry as a whole. In 1950 the total of new 
and refunding issues, excluding direct obligations of the United States Treasury, 
amounted to $11.1 billions. Of this, $2.7 billions were private placements, 





ee eee 





an SO VS on & Fae fo: 


\w \ 


ae | \N« . 















THE AMERICAN CAPITAL MARKET 157 








effected by direct negotiation between the issuer and the buying institution 
(e.g. an insurance company). Even some of these placements, however, were 
arranged through investment bankers. 

The current system of new issue flotation has met with some criticism 
on the grounds that its tendency toward concentration violates the Sherman 
Act, promoting a monopoly and a conspiracy in restraint of trade. For more 
than eighteen months a Government anti-trust suit has been in process in 
New York, under which leading investment bankers are accused of historical 
underwriting participations, reciprocal business arrangements to restrain 
trade, price-fixing and conspiracy to reduce the effectiveness of competitive 
bidding. It is charged that from 1922 to 1947 the firms arraigned (originally 
there were seventeen, and the |.B.A. itself, but charges have been dropped 
against one firm and the I.B.A.) controlled 83 per cent. of all new security 
issues of $1 million or more and that they secured over go per cent. of their 
business through participation in syndicates managed by one of their group. 
This important case is now sub judice and still before a lower court, not 
the Supreme Court; comment upon the legal position therefore cannot be 
made here. But there can be no doubt that the traditional new issue machinery 
in America has proved itself an effective intermediary between enterprises in 
search of new capital and the rapidly changing sources of savings within the 
country. 


The Markets for Securities 


Description of the other broad sector of the whole mechanism, the markets 
on which existing securities are traded, must necessarily be even more com- 
pressed than that of the machinery for new issues. As has already been 
explained, there are two kinds of stock market in America—the organized 
exchanges in New York and other large cities, and the Over-the-counter Market. 

All new issues, including those of the country’s leading corporations, are 
floated via the O.T.C. They may continue to be traded there or, once 
“seasoned '', may be proposed for listing on one of the registered exchanges. 
Exchange transactions are handled for the public by brokers, who take no 
risk for their own account and who charge a commission fee for their services. 
In the O.T.C., however, a firm can execute business for the public either as a 
broker (charging a commission fee and taking no risk) or as a dealer (acting 
as a principal in the transaction and seeking a profit). During the fiscal year 
1949-50, the market value of sales on the sixteen registered stock exchanges 
totalled over $17 billions, representing a turnover of 694 million shares. 
Accurate statistics are not compiled for the O.T.C., but a recent estimate 
places its overall activity at eight times that of the exchanges. 

Inasmuch as the New York Stock Exchange handles between 85 and go 
per cent. by value of the total stock business executed on all of America’s 
organized exchanges, it can be regarded as the bellwether of its group; it hasa 
membership of 1,375 and lists about 2,400 different stock and bond issues. 

For a bird’s eye view of its well-organized workings, one might trace a 
typical transaction from the time a client walks into or telephones a brokerage 
office in San Francisco, 3,000 miles from Wall Street. He instructs his regis- 
tered representative to buy 100 shares of a certain stock ‘“‘ at the market ”’ 
(that is, at the best possible price available at the moment). These instructions 














— 7 —<— —— 





is8 THE BANKER 











are relayed by teletype and telephone to a broker (a partner of the firm) on the 
floor of the N.Y.S.E. He hastens to the “ post ’ where this stock is traded 
and requests a quotation, not revealing whether his intention is to buy or to 
sell. If the stock is active, other brokers in the ‘‘ crowd’, who are there 
because of an interest in trading the same issue, will provide a quotation: 
there exists on the N.Y.S.E., in effect, a series of bilateral auction markets 
with free entry for both buyers and sellers. If the stock is inactive at the time 
and no other brokers are interested in it, a “‘ specialist "' (a broker-dealer with 
the special function of maintaining a fair and orderly market in particular 
issues) will provide a quotation from his book of orders ‘“‘ away from the 
market ’’; or, if the spread thereon is too wide, he may offer to be a principal! 
in the transaction at a narrower spread. Since all quotations and _ trades 
must be made publicly, relevant price information can be obtained by all 
interested parties. In fact, as soon as a transaction is executed (by oral agree- 
ment between brokers) a reporter sends details of price and quantity to tele- 
typists who flash ticker-tape information to all parts of the nation; thus, an 
investor sitting in a Chicago brokerage office can learn the latest sale price 
of each security at precisely the same moment as he could in a Wall Street 


boardroom. When our sample transaction has been completed on the floor 


of the N.Y.S.E., details of the trade are immediately wired back to San 
Francisco; perhaps only ten minutes will have elapsed between the client’s 
entering his order and receiving word of the completed transaction. Despite 
the many details omitted in this brief review, it will be apparent that the 
system is highly developed and very efficient. 

Each exchange has its own “ listing ” requirements, which relate mainly 
to a corporation's size and earning power, the number of shareholders, their 
geographical distribution, and the number of shares outstanding. Listed issues, 
because their sales are widely reported by ticker-tape and in the daily papers 
and also because they usually represent large and well-known companies, have 
achieved wide popularity with the investing public. 


THE OVER-THE-COUNTER MARKET 

The fundamental difference between the Over-the-counter Market and 
the organized exchanges is that, whereas each exchange has a physical entity 
and location, the O.T.C. has neither—in fact, it can be said that the O.T.C. 
exists everywhere outside the exchanges; wherever an investment firm stands 
prepared to deal for or with a client, there is found the O.T.C. Sometimes it 1s 
called the “ telephone ” or the “ wire ’’ market, both terms being accurate 
in so far as these devices keep traders, representing the various firms and 
their clientele, in touch with their counterparts not only locally but throughout 
the nation. Via the O.T.C., for example, an investor in Boston can obtain 
price information concerning the stock of an obscure little company in Arizona. 
A transaction is executed just as rapidly as contact can be made with the 
appropriate market. 

The O.T.C. is largely a market of “ negotiated’ dealings. Ultimately, ot 
course, its prices depend upon the public’s buying and selling pressure; but 
within these limits, and becaus2 quotation spreads are often wider than on 
the exchanges, prices are negotiated by the traders. A firm may be either 
an agent or a principal (never both at once) in executing an O.T.C. transaction 
for a client, but by law it must advise the client in which capacity it is acting; 
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any attempt to obtain both a commission (as agent) and a profit (as principal) 
on the same trade would be a serious offence. By and large the O.T.C. is the 
domain of members of the National Association of Securities Dealers, a volun- 
tary organization set up with the approval of the S.E.C. in accordance with 
the Maloney Act of 1938. The N.A.S.D. has proved a notable example of 
successful self-regulation in the United States; its membership of nearly 
2,800 is guided by a strictly enforced code of conduct that defines methods of 
operation and suggests appropriate charges. The disciplinary stick that it 
wields is the power to prevent N.A.S.D. members dealing with non-members 
at conventional “‘ inside market’ rates. Daily quotations for about 5,000 
O.T.C. securities are supplied to N.A.S.D. members by the National Quota- 
tion Bureau, a private organization, and a representative group of these 
figures is published in the financial pages of metropolitan newspapers. Apart 
from the hundreds of industrial stock issues normally traded there, and all 
new issues coming into the market, the O.T.C.’s main business includes U.S. 
Treasury obligations, municipal bonds, railroad equipment trust certificates, 
and bank and insurance company stocks. Any generalization about the com- 
parative calibre of issues traded on the O.T.C. or on the exchanges would be 
misleading. In each, quality as well as price can be observed at the extremes. 
It is axiomatic that the O.T.C. serves as a seasoning ground for issues before 
they are admitted to listing, but also well known is the indifference of many 
enterprises to the listing of their securities. Listing, it should be pointed out, 
requires the revelation of comprehensive information about company affairs. 
As might be expected from the foregoing discussion of the two markets, stocks 
traded O.T.C. must be marketed more aggressively to arouse investor interest 
than those sold on the exchanges. 


ATTRACTING THE SMALL INVESTOR 

The commissions charged by brokers on the organized exchanges are 
calculated according to a definite schedule of charges. They are said to average 
less than 1 per cent. of the gross value of all transactions; however, they vary 
all the way from 6 per cent. on sales or purchases totalling under $100 (but 
over $15) to 10 per cent. plus $26 for gross amounts of $4,000 and up. Thus, 
a hundred shares of a $10 stock would require a commission of $15, and a 
hundred shares of a $50 issue would cost $31. In the O.T.C., where the market 
is not so centralized, there is no such rigid schedule. For trades handled on an 
agency basis, commission charges may approximate or exceed those for com- 
parable exchange transactions; for net trades on a principal basis, even more 
flexibility is allowed. In either case, charges for advisory service may be 
included, but N.A.S.D. members have generally adhered to the Association's 
suggestion to limit total mark-ups to 5 per cent. 

Investment firms in the United States are not, it must be remembered, 
subject to the rigid restraints on advertisement that are a feature of stock 
exchange practice in Britain. For this reason, among others, the approach 
toward the investor is strikingly different. While progressive taxation has 
diminished the number of wealthy individuals in America as in Britain, a 
healthy new segment of $5,000 to $10,000 income recipients is currently pro- 
viding fertile territory for the propagation of the investment gospel. Surveys 
had shown that members of this middle income group tended to shy away 
from common stock ownership because of fear (mostly of another 1929) or 
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ignorance (of corporate finance, the securities markets, etc.). Working on the 
assumption that the ignorance was largely responsible for the fear and that 
both could be effectively overcome by proper education, the investment 
industry has embarked on a widespread programme of public enlightenment. 
This has ranged all the way from mass distribution of such booklets as ‘* How 
to Read a Financial Report ’’ to periodic conversion of brokerage offices into 
classrooms for lectures to the interested citizenry. Public response to these 
free inducements to learning has been both immediate and unexpectedly large, 
and the investment bankers have been satisfied to discover that the glorious 
feeling emanating from community service has not been their only recompense. 

In addition, the stock exchange’s odd lot system is especially suited to the 
needs of the small investor. In American parlance a round lot is an order of 
100 shares or a multiple thereof, while an odd lot comprises any order ranging 
from 1 to 99 shares. The buyer of 10 shares of stock, for example, can make 
his purchase automatically through an odd lot broker at only a one-eighth 
point ‘“ odd lot differential’ above the prevailing round lot price; the same 
small charge applies on a sale. This system gives the little man a chance to 
benefit from the advantages of a continuous market without having to wait 
for his small order to be married to another of identical size. It also means that 
he can afford to apply the important principle of diversification to his portfolio 
by purchasing small amounts of several issues. On this point of diversification, 
mention should be made of the great advances made by American investment 
trusts in recent years. Their main appeal to the small investor lies in the 
diversification of their portfolios, enabling a modest investment to secure 
representation in many companies, and in their shouldering the responsibilities 
of investment management. 

With product and price fairly well standardized, those investment firms 
that cater to the public compete mainly on the basis of service. In newspaper 
and magazine advertisements, as well as in direct mail campaigns, reams of 
informative material are offered; gratuitous analyses of individual portfolios 
are made for the asking; and investors are relieved of the physical handling of 
securities by custodian services. Boardrooms are made more inviting; to 
the normal tickertape and news-ticket facilities there has in recent years been 
added the Teleregister Board, which instantly records stock exchange prices, 
highs and lows, and so on. Finally, and no doubt most important, investment 
firms have raised the standards of entry into their field, both educational and 
otherwise, to a point where investor confidence in advisory personnel has been 
greatly strengthened. 

One other organizational feature may be described here before discussing 
the extent of Government regulation and current problems facing the American 
investment industry. This is the machinery that has been developed for 
liquidating large blocks of securities that might otherwise adversely affect the 
normal market. If, say, an insurance company wishes to sell 30,000 shares of 
a listed stock, instead of its either dumping the total (with block-buster effect), 
or feeding the order to the market in small doses, a concentrated attempt 1s 
made by interested firms to accumulate sufficient buying orders to complete 
the entire transaction at one time and at one price. If ‘‘ crossed’ on an 
exchange during a trading session, such a procedure is called a special offering; 
if executed in the O.T.C. market, it is done after the close of exchange trading 
and the term used is secondary offering. In both instances the buying client 1s 
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offered stock on a net basis (i.e. without a commission charge, costs havinz 
been paid by the seller) at a price that usually is at or below the most recent 
price registered on the exchange; also, he is relieved of paying the usual “ odd 
lot differential ”’. 


GOVERNMENT REGULATION AND OTHER PROBLEMS 

The investment industry is recognized as one of the most stringently 
regulated sectors of American competitive enterprise. This situation is the 
unsurprising result of New Deal reforming zeal acting to prevent a recurrence 
of abuses which existed in the 1920's. Present legislation lays emphasis 
on two main objectives: the prevention of fraud and the assurance that both 
accurate and adequate information is available to the investor. However, 
mere clearance of an issue by a governmental body implies no stamp of approval 
on its quality or potentialities. 

Without becoming involved in a mass of legalistic detail one can get an 
idea of the scope of existing law by mentioning the main acts and their salient 
points. First, the Banking Act of 1933 forced commercial banks to divorce 
their investment banking affiliates, and private bankers to choose between 
commercial and investment banking. Thus, the separation of functions is 
complete, except that a number of commercial banks, known as “ dealer banks”, 
are permitted to deal in Government and municipal issues. Secondly, the 
Securities Act of 1933, known as the “ truth in securities ’’ Act, provided for 
advance disclosure of full and accurate information about new issues; offerings 
of governmental units, railroads and banks, and issues aggregating less than 
$300,000 are exempted from registration under this Act, but none is exempt 
from the anti-fraud provision. Thirdly, the Securities and Exchange Act of 
1934 set up the S.E.C. to regulate activities of the exchanges and of brokers 
and dealers, and also gave the Federal Reserve Board control over stock 
market credit. Fourthly, the Maloney Act of 1938 encouraged the voluntary 
organization of firms active in the O.T.C. market and resulted in the formation 
of the N.A.S.D. Fifthly, individual state “‘ Blue Sky ’”’ Laws, enacted at 
various times since 1911 and covering both securities and personnel, are 
directed against such unscrupulous activities as attempting to “ capitalize the 
blue skies ’’. Finally, some mention might be made of the Frear Bill—a piece 
of proposed, not enacted, legislation—which would require larger companies 
whose securities are traded O.T.C. to file the same detailed information as is 
demanded of all listed companies. A difference of opinion over this bill exists 
between the N.A.S.D. and the exchanges, though it must be remembered that 
many firms are active in both areas. 

While all this legislation is too complex for detailed analysis here, something 
should perhaps be said in explanation of the control over margin requirements 
that the Securities and Exchange Act of 1934 gave to the Federal Reserve 
Board. Contrary to belief in some foreign countries, most security transactions 
in America are done “ regular way’. For Government bonds, this means 
next-day delivery of the certificate or payment, while for stocks and most 
corporate bonds the deadline is the fourth full business day after the date of 
trade. In addition to these transactions for full cash payment, however, there 
exists a moderate amount of ‘‘ margin’ trading which includes both short- 
selling and buying on credit; it is for these transactions that margin require- 
ments are prescribed by the Federal Reserve Board. The margin is the per- 
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centage of total purchase price represented by the owner’s equity; the balance 
is lent by the broker. By way of illustration, present “ Fed ’’ margin require- 
ments are 75 per cent.; the client therefore deposits 75 per cent. in cash and 
borrows 25 per cent. from his broker. On a short sale the same rule applies, 
except that here the client puts up 75 per cent. of the total amount for which 
he has sold the securities. Margin operations, either buying or short selling, 
are allowed only for issues registered on a national securities exchange, with 
the exception of certain categories exempted from registration under the law. 
It should be added that there is no time limit on margin buying or short 
selling operations; however, the customer continues to pay interest on his 
borrowed funds and, in a short sale, may have to pay a premium on the stock 
that his broker borrows for him. 

Brokers lend capital to margin speculators partially trom their own resources 
and from the credit balances of other customers, but also from funds acquired 
by re-hypothecating against bank loans* the securities of margin buyers. The 
N.Y.S.E. Money Desk, formerly the hub of brokers’ borrowing activities, is 
now inactive as a source of money. Instead, brokers’ loans are made directly 
from banks under terms also regulated by the “ Fed’. These are known as 
‘“ call loans ’’, though few calls are made nowadays and most loans are renewed 
daily; they bear the current rate of interest of 2) per cent. Their present 
volume is less than 10 per cent. of the 1929 peak, when they had skyrocketed 
to $8.5 billions. 

A recent development of great significance to the American capital market 
has been the emergence of institutions as the largest suppliers of capital. The 
impact on the market of large insurance companies, trusts, and pension funds, 
continuously seeking new investment outlets for their vast accumulations, has 
been evidenced in several directions. In the first place, debt financing, already 
popular because of low interest rates, has been in the ascendancy in providing 
legal outlets for the funds of institutions limited by law in their equity invest- 
ments. Secondly, the direct placement of blocks of securities by negotiation 
between issuer and institution has become a major factor in the market. The 
growth of this type of financing tends to decrease the influence of investment 
bankers, as well as their income. Finally, large amounts of investment grade 
issues, hitherto available to the individual investor, have been withdrawn 
from the market into institutional portfolios. 

These, then, are the main patterns and problems of present-day investment 
banking in America. The factors that continue to exert a strong influence on 
the industry are governmental regulation, competitive bidding, the growth of 
the institutional investment position, direct placement, low interest rates, the 
great strides made by investment companies, double taxation of stockholder 
income, and the cultivation of the smaller investor. The picture is one of 
efficient adaptation in the face of continuous change. Investment banking in 
America is very much a typical product of that country: large scale, efficient, 
aggressive, and adapted to mass distribution techniques. Within the scope 
that it has delimited for itself its recent performance has been outstanding. 
Whether it can keep pace with the changing needs of an expanding free enter- 
prise economy is a matter that the future must judge. 





* Federal law stipulates that the aggregate indebtedness of a broker or dealer shall not exceed 
zo times his net capital. The N.Y.S.E. limit for member firms is 15 times net capital, and @ 
$50,000 minimum net worth is required. 
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Competition from Japan 
By Montague Jones 


and in the near future—probably some time next year——it seems likely to 

be made a party to the General Agreement on Trade and Tariffs as well. 
Its first attempt to get into G.A.T.T. has been blocked ,by Britain and two 
other existing members. Some weeks ago Japan applied to be allowed into 
G.A.T.T. straightaway, under a special “quick entry’ method which could 
not become operative if more than two members objected and which Britain 
did not consider a suitable form of entry for a major trading nation. As a 
result of the failure of this first attempt, Japan will now have to try again, 
this time using the normal procedure. Its initial application under this pro- 
cedure—for what has irreverently been called an “ L driving licence '’—is likely 
to come before the annual meeting of G.A.T.T. members at Geneva next 
month. If this application is approved by a bare majority of members (and 
it seems almost certain that it will be), then Japan will be able to conduct 
tariff negotiations with foreign countries under G.A.T.T.’s aegis. If these 
negotiations, in turn, are successful, then an affirmative vote by two-thirds 
of G.A.T.T.’s present thirty-four contracting powers would suffice to make 
Japan a full member of the organization. There is no doubt that this would 
raise some knotty problems for the British Government, particularly as regards 
most-favoured-nation treatment. 

At the moment Britain does grant most-favoured-nation treatment to Japan. 
It restricts imports of Japanese goods, but these restrictions are not tighter than 
those on similar goods imported from other foreign countries; the compre- 
hensive nature of the whole British licensing system for imports of foreign 
manufactured goods makes discrimination unnecessary. Imports of Japanese 
goods into the overseas sterling area, however, are a different matter. It is 
difficult to see how the efforts that Britain is making to persuade the overseas 
Commonwealth to import British rather than Japanese textiles can be squared 
with the acceptance of a permanent obligation to grant most-favoured-nation 
treatment to Japan. It is for this reason that some people believe that Britain 
may seek to mobilize the necessary one-third of the contracting powers in 
opposition to Japan’s candidature. Another, and less extreme, possibility is 
that Britain may stand passively by while Japan becomes a member, but then 
contract out of the obligation to provide most-favoured-nation treatment to it 
—using the procedure under Clause 35 of G.A.T.T.—and try to persuade other 
members of the sterling area to do the same. 

Would it be wise for Britain to take up such an uncompromising attitude 
in the face of re-emerging Japanese competition ? The background to this 
problem is sketched out in the tables accompanying this article. Since the 
war Japan has naturally striven to re-establish itself in world markets, and 
there is no doubt that it has achieved a large measure of success. The value 
of its exports multiplied fivefold between 1948 and 1951, with cotton textiles 
inevitably setting the pace. Between 1949 and 1950, while exports of cotton- 
piece goods from the United Kingdom fell by 36 per cent., from 1,400 million 
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square yards to goo million square yards, those from Japan rose by 43 
per cent. to 1,100 million square yards. This expansion carried Japan into 
the lead over other cotton cloth exporters in 1950 and it maintained that 
position in the year of recession that followed. During 1951, as Table I shows, 
Japan’s exports of cotton-piece goods declined by only $ per cent., compared 


with the drop of 4 per cent. experienced by the United Kingdom. 








SS aA ie tora 


The impact of this Japanese competition on different markets normally | 


coveted by United Kingdom exporters is shown in Table II. It will be seen 
that since 1950 British East Africa, Pakistan, Indonesia, and Malaya and 


TABLE I 
COMPARATIVE EXPORTS OF COTTON-PIECE GOODS 
(Million square yards) 


Quarterly Averages 


1952 

1937 19Q49 1Q50 1Q5! First Quarter 
United Kingdom es ar 480. 3 348.4 225.9 216.3 211.8 
India* .. es i a 55-3 116.5 $97.2 193.9 n.a. 
U.S.A. a a iy 56.7 221.6 139.9 202.3 134.2 
Japan .. - < - 660.9 186.1 271.9 270.5 270.4 


* Sea trade only. 


Singapore have each taken more cotton cloth from Japan than from the 
United Kingdom. Japan has made particular headway in Pakistan and 
Malaya (including Singapore); in the latter market export sales of Japanese 
cotton cloth rose by no less than 260 per cent. between 1950 and the first 
quarter of 1952, while those of the United Kingdom fell by 22 per cent. 
This recapture of Asian markets, however, was to be expected on grounds of 
comparative cost, and it would be idle to suppose that much could or should 
be done about it. Britain is is no position to urge that the peoples of Malaya 


TABLE II 
MAJOR COMPETING MARKETS FOR JAPANESE COTTON-PIECE GOODS 
(Million square yards) 


Quarterly Averages 


| 1052 

1949 | 1950 LQ5I lirst Quarter 

U.K. Japan ; U.K. Japan | U.K. Japan U.K. Japan 

Pakistan 15.4 12.1 | 16.8 56.2 9.9 63.6 15.4 76.3 
Hong Kong. :; oe - 3-0 | oe : 3 't.2 -- 28.2 
Malaya and Singapore a 8.3 11.4 | Q.1 6 {| 82.2 13.8 6.9 20.1 
Indonesia .. - és 2.2 22.6 | o.8 49.4 r.8 58.5 0.3 30.8 
Siam .. i - . [1.9 | — 20.6 : ‘s.2 24 
British West Africa _> eb 34.7 8.0 $2.3 8.9 53-0 16.5 
British East Africa. . pi 6.2 8.6 | 3.0 6.2 a Q.9 4.2 0.4 
South Africa és _. 586.6 0.7 | 20.6 10.0 28.8 .2 Pe — 
Australia... ‘ . 2 2.4 | @B.9 4.3 42.0 2.2 37-9 4.7 


and Pakistan should buy dearer cloth from Lancashire instead of cheaper 
cloth from Japan—so long as the latter is offered in open and fair competition. 

There are, then, three questions at issue. The first is:. Does Japanese 
competition, undertaken on grounds of present comparative costs, seem likely 
to push Lancashire out of more and more of its traditional markets ? The 
second is: Are there any signs that Japanese competition is “‘ unfair ’’, in any 
sense of the word that could reasonably be pleaded before an international 
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tribunal such as G.A.T.T.? The third is: Will the situation on either of these 
counts deteriorate in the future ? 

The answer to the first of these questions does not, at the moment, neces- 
sarily seem adverse to Lancashire. It is true that Britain has recently, and 
quite properly, tended to devolve decisions on colonial import policy from White- 
hall to local colonial governments, so that the spread of Japanese competition 
within the British Empire cannot now easily be stopped by ukase from London 
(whether Japan becomes a member of G.A.T.T. or not). But the recent visit 
to Lancashire of Mr. Nwapa, the Nigerian Commerce Minister, was a significant 
and hopeful straw in the wind. Mr. Nwapa made it quite clear that Nigeria 
would only buy British textiles if they were able to compete — in the price 
ranges and qualities Nigerians could afford—with Japanese textiles; but his 
mission also established that such competition was at present possible. East- 
wards from Nigeria Japanese competitive power necessarily increases while 
British power declines, but this does not mean that either in quality or mass- 
produced goods the task of facing up to it is necessarily hopeless. 

The problem of “ unfair’ competition, on any reasonable definition of 
the term, is a complicated one. It is true that some of Japan’s undesirable 





TABLE III 
OUTPUT OF PRINCIPAL COMMODITIES 
MONTHLY AVERAGES 


Pig Iron and | 



























Coal Cotton Yarn |Cotton Fabrics} Rayon Yarn | Ferro-Alloys | Crude Steel 
(million (thousand (million | (thousand | (thousand (thousand 
| metric tons) | metric tons) sq. metres) | metric tons) | metric tons) | metric tons) 
sities nal sdpuiniaiiaidls ‘atieniieaadibiang 
1937 3.68 60 330.3 | 12.7 200 | 453 
1948 2.8 10 04.4 | I.4 70 143 
1949 3.2 13 63.6 2.5 134 259 
[950 3-2 20 IO7.4 3-9 I92 403 
1951 3.6 28 151.8 5.2 269 542 
1952* 4.3 31 162.5 | 5.0 302 586 





* January—April. 


pre-war practices have recently been reborn. Several instances have been 
reported of the abuse of patents and registered designs or trade marks, notably 
in pottery, textile goods and cigarette lighters. The Japanese Ministry of 
International Trade and Industry recorded—and claims to have stamped out— 
nearly one hundred of these cases since January, 1951, -and it is doubtful 
whether its list is complete. Complaints of the falsification of invoiced des- 
criptions and unofficial rebates to buyers have also been made, although on 
a small scale. In general, however, Japan does seem to be endeavouring to 
establish a better name in post-war international trade. Its Government 
has promised strong action against Japanese firms found guilty of infringing 
foreign copyrights and designs, and an Export Trading Bill has been passed 
by the Diet to legalize export associations that limit cut-throat competition. 

There is, no doubt, a good deal of sincerity behind these professions of good 
intent. Japan has emerged from the years of occupation with an evident 
desire to remain on good terms with the West, especially, of course, with the 
United States. This has been manifest in two other recent actions in the 
commercial field. In the first place Japan has given repeated assurances that 
it will honour in full its obligations on pre-war foreign debts. Its first move, 
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which gave a great fillip to foreign confidence in Japan's ability and intention 
to pay, was the deposit in London and New York earlier this year of sums of 
£20 millions and $20 millions respectively as tokens of goodwill to foreign 
bondholders. Following this, it established a committee to examine its ability 
to pay and to prepare a plan for settlement. In June, the Ministry of Finance 
announced that three alternative schemes had been prepared as bases for 
discussion, each providing for a settlement of overdue redemptions and accrued 
interest within ten years. Under the first of these all existing debts would be 
converted into new bonds, bearing interest rates of 4 per cent. on the principal 


TABLE IV 
JAPAN’S MAJOR TRADING PARTNERS 
lw ports 1)37 1950 1O51 linports 1937 1950 195! 
“io y* oA yA “/O yA 
U.S.A. 21 22 4 USA. «.« os 34 44 33 
China... ” 12) _ India , - - 2 3 
Kwantung 12 f Pakistan a. 4 7 
India -s kok 2 3 China .. ¥ 10 S I 
Pakistan. . ~~ - a 7 13 Australia es 4 S s 
indonesia a 0 6 iT U.K. ' 3 I I 
U.K. - is 5 3 3 Mexico .. na — 2 5 
Hong Kong te 2 7 4 
Thailand ae 2 5 4 


and 3 per cent. on interest arrears, both being redeemable in ten years. Under 
the second scheme these provisions would apply only to redemptions and 
interest due up to the end of the 1953 fiscal year; interest due after that would 
be settled in accordance with the original terms on each bond. Under the third 
scheme the overdue principal would be repaid in ten yearly instalments and 
the accrued interest funded on the same terms as in the first plan. A conference 
between Japan and its creditors opened in New York on July 21. Although 
no detailed reports of its progress were available when this issue of THE BANKER 
went to press, the atmosphere certainly seemed to be better than in the early 
stages of the discussions on German debts. Japan has only three sizable 
TABLE V 
JAPAN'S TRADE BALANCE BY CURRENCY AREAS 


(U.S. $ millions) 


EXPORTS | IMPORTS | BALANCE 
14950 O51 1950 IQ5I1 | 1950 Iy5I 
Dollar Area 7 - | 294 302 557 Ydso | ~ 23 675 
Sterling Arca 244 502 | 222 429 | + 8622 - 133 
pen Account Area 282 433 194 316 | SS 117 
520 1207 973 1725 | 153 425 
7 - - — — 


/ } 
| 


creditors—the United Kingdom, United States and France, in that order— 
and the sum owed to each is precisely known. In total, Japan owes some 
£160 millions in principal and accrued interest, of which £93 millions (£61 
millions in principal and £32 millions in accrued interest) is held by British 
investors. The only obstacle likely to be encountered seems to be the problem 
of dollar option clauses attached to the terms of some of the bonds—such as 
Japan 5 per cent. 1907, Tokio Electric 6 per cent. and Japan 53 per cent. 1930; 
after the United States retreat during the German discussions these clauses 
seem certain to be honoured in principle. 
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Evidence of Japan's conciliatory attitude can also be found in its trade 
relations with Communist China. Despite the cries of Japanese business men, 
the Japanese Government has continued to maintain a strict embargo on trade 
with that country. This policy was inaugurated at American insistence during 
the occupation, and there have recently been suggestions that there might be 
some relaxation of it. But Japan seems likely to maintain its ban on strategic 
exports to China, perhaps along the lines now followed by the N.A.T.O. coun- 
iries in Europe, at any rate so long as the country remains dependent on 
American military orders to fill the gap left by the loss of the China trade. 

Unhappily, however, it is precisely the problem raised by this loss of the 
China market that must give most cause for concern about the future. The 
question that overshadows any analysis of Japanese competition to-day is: 
Will the present state of relative quiescence last ? The danger of really acute 
competition is most likely to spring from the insecure foundation upon which 
the Japanese economy is now based. With United States help, Japan has made 
great strides since the war in re-establishing itself as an industrial power. The 
index of industrial activity published by the Bank of Japan reveals that 
industrial production nearly trebled between the end of 1946 and the end of 
1951. By the end of the latter year, output was generally back to pre-war 
levels, except in the case of textiles. But the basis of the Japanese economy 
has been disrupted by drastic changes in the pattern of foreign trade. Kwan- 
tung Province and other outlying territories of the former Japanese empire, 
once valuable ‘‘ domestic ’’ sources of cheap food and raw material, are now 
outside Japan’s orbit, and the door to former markets on the Chinese mainland 
has been slammed shut. As Table IV shows, China and Kwantung, which 
before the war took a quarter of Japan's total exports, bought a mere one per 
cent. of them in 1951. Imports from the Chinese mainland dropped from 10 
per cent. to I per cent. over the same period. 

Fortunately for Japan, its close contact with the United States has given 
it an unconventional invisible income, with which it has been temporarily able 
to redress the balance. During the five years to mid-1951, Japan received 
over $2 billions in the form of American aid. This aid ceased in July, 1951, but 
by then the country was busily engaged in meeting large American orders for 
supplies for the Korean war and other military needs. As a result of these 
“ exceptional ’’ receipts, Japan’s trade deficit of $428 millions in 1951 was 
converted into an overall surplus of some $350 millions. The large pool of 
dollar income has made it natural for Japan to turn to the United States for 
essential import requirements (particularly iron, coal, cotton and foodstuffs), 
while its exports have been mainly absorbed by Asian members of the sterling 
area. It has therefore bought heavily with ‘“‘ exceptional ”’ dollars, whilst its 
unused sterling balances have mounted to some £130 millions. In these circum- 
stances there has been no government pressure on Japanese exporters to sell 
their goods in the sterling area; the reverse has, in fact, been the case. Through- 
out the last year, in short, Japan has been unwillingly lending money to the 
sterling area, and has been keeping out of some of Britain’s traditional markets 
because it wished to avoid lending more. 


While the political situation in the Far East remains uncertain, Japan 
may be able to maintain this false balance. But if and when political tension 
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lessens and American “ offshore’’ purchases fall off, Japan may be faced with 
a payments crisis of the first magnitude. In these circumstances, its foreign 
exchange reserves would start to fall rapidly, and the Tokio authorities might 
start to look with a much more favourable eye on a determined assault into 
sterling area markets. Some of its measures to prevent “ unfair ’’ competition 
and deliberate dumping below cost price might then go by the board. 

Even if the foreign exchange position does not change, there is a possi- 
bility that pressure from Japanese business men may force the Government’s 
hand. These business men have recently been feeling the pinch of falling 
sales and foreign import cuts; Britain’s decision to suspend imports of Japanese 
grey cloth hit them particularly hard. Although the so-called mushrooming 
of the Japanese textile industries, which followed the lifting of the Allied ban 
on the number of spindles, brought total capacity to only half the twelve 
thousand spindles in operation before the war, supply is already in excess of 
demand. Faced with mounting stocks and sliding prices—unsaleable export 
goods have exerted a depressing influence on the already saturated domestic 
market—the industry set about curtailing production some months ago; 
output reached a post-war record of 177,672 bales in January, 1952, but it 
had fallen to 141,000 bales by March. More recently the depression has 
spread to other industries, including iron and steel, rubber, chemicals, and 
pulp and paper. In May, and then again last month, the Government was 
forced to relax the restriction on exports to the sterling area; although the 
annual export ceiling remains in force, greater freedom is being allowed to 
exporters within the limits set. The influence of business men upon the 
Government may increase now that monopoly power within Japanese business 
is reviving. The Zaibatsu industrial and trading giants, whose roots pene- 
trated nearly every aspect of economic life before the war, are beginning to 
re-appear, and the names and trade marks of Mitsui and Mitsubishi—pre- 
viously forbidden, but household words in pre-war Japan—are now being 
used again. 

It is in the light of these divergent trends that Japan’s new-found freedom 
and its application to join G.A.T.T. should be viewed by British industry and 
the British Government. Two points surely stand out. First, opposition to 
genuinely unfair competition by Japan—the stealing of patents, copying of 
designs and so on—is likely to be more effective if both countries are inside 
G.A.T.T. than if one or other is outside it; after all one of the functions of 
G.A.T.T. is to provide a sounding board where complaints of this sort can be 
thrashed out. Secondly, discrimination against Japanese competition, merely 
on the grounds of that country’s cheap labour costs, might be advantageous 
to this country, but it would be very disadvantageous to the British colonies 
and Eastern dominions that provide the main sterling area markets for Japanese 
goods; and it is these colonies and dominions that will necessarily have the 
last word on the matter. To face up to these facts is to risk fair competition; 
to turn one’s back on them will, at best, be ineffective, and, at worst, may 
invoke cut-throat and infinitely more successful rivalry, as well as earning 
Japanese hostility and running the risk of driving it into the Communist camp. 
The wisest course is to give Japan the chance of proving its sincerity, and to 
welcome rather than deprecate its entry into a trading organization that 
imposes some obligations, as well as advantages, on its members. 
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Credit Control in Australia 


By an Australian Correspondent 


T the end of July the Commonwealth Bank of Australia revoked the 

statutory order under which the maximum rate that the commercial 

banks could charge for their overdrafts had been kept down to 
41 per cent. since the end of 1946. This order has now been replaced by an 
agreement that overdraft rates will not rise above 5 per cent. for the time 
being : at the same time a number of other rates were also raised, including 
the rates paid on fixed deposits at the banks, the Treasury bill discount rate 
and the interest paid by the Commonwealth Bank on the trading banks’ 
special accounts. A week later, the Federal Treasurer, in his Budget speech, 
announced that the Government intended to introduce legislation to amend the 
relationship between the Australian Commonwealth Bank and the trading 
banks, and to ensure that the trading department of the Commonwealth 
Bank should not enjoy unfair competitive advantages over other banks. 

It remains to be seen how far these announcements presage substantial 
modification of the very rigid system of credit control that has been in opera- 
tion in Australia since the outbreak of the last war. This system has relied 
throughout on quantitative controls and not on the interest rate weapon. 
It is not the object of this article to debate the wisdom of this policy—that 
can best be gauged by observation of the general trend of the Australian 
economy—but merely to describe how it developed, how it has been operated 
and what its effects have been on the banking system. 

Before the war the Commonwealth Bank had few weapons with which to 
support its central banking functions. It was occasionally able to affect 
trading bank reserves by transactions in London funds and, within the limita- 
tions of the capital market, by open market operations; otherwise, its powers 
were restricted to those over the note issue and to the competitive threat of 
its trading departments. It was for this reason that a Royal Commission, 
which was set up in 1935 to make enquiries into the monetary and banking 
system, reported in 1937 in favour of two major changes. The first of these 
called for an extension of an existing agreement with the trading banks in 
order to mobilize part of their receipts of overseas funds in the hands of the 
central authority. This proposal had not been put into effect by the outbreak 
of war, but the exchange control and import licensing measures that were 
introduced under war-time emergency powers gave the custody of oversea 
funds to the central bank. Since then, thanks to the continuing power given 
by the 1945 Banking Act, the trading banks have settled their exchange 
dealings at least once a month, to the debit or credit of the central reserve. 

The Commission’s second proposal was that the Commonwealth Bank, 
with the Treasurer’s approval, should be empowered to require the trading 
banks to maintain on deposit with it for limited periods any specified propor- 
tion of their liabilities to the public. The Commission argued that the more 
normal types of “‘ reserve ratio’? weapon used in such countries as the United 
States would not suffice in Australia, in view of the wide seasonal fluctuations 
In national income and the absence of well-established and uniform liquidity 
conventions. It was for this reason that the system of controls eventually 
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introduced under Australia’s National Security Regulations in 1941 (after a 
period of ‘ voluntary credit control’ between 1939 and 1941) followed a new 
and distinctively rigid pattern. Under these regulations the central bank was 
permitted to lay down an “ advances policy "’ (in some respects similar in 
form to the voluntary “‘ Treasury directives "’ in Britain) with which the trading 
banks were legally compelled to conform. In addition, the regulations laid 
down that the trading banks must obtain the central bank’s consent before 
making purchases of Government securities and that they should lodge in a 
Special Deposit Account at the Commonwealth Bank such part as the Bank 
might direct of the amount by which their Australian assets might exceed, at 
any time, their average amount in August, 1939. The rate of interest to be 
paid on these special accounts, within a limit to be fixed by the Commonwealth 
Treasurer, was left to the Commonwealth Bank's discretion, with the proviso 
that bank profits should not be allowed to exceed their average in the years 
1937-39. In February, 1942, the vice was clamped further into place when the 
Commonwealth Bank was empowered to fix maximum interest rates for most 
forms of borrowing. 
TABLE I 
THE VOLUME OF MONEY IN AUSTRALIA 


(4A millions) 








June, fune, June, June, June, June, 

TY 39 [945 1947 [O49 1951 [952 

Notes in the hands of the public ; 33 170 182 16 239 264 
Deposits of the public with all cheque-paying 

banks... 7” é* - ‘a Y 334 620 69S SSo 1,371 1,287" 

Deposits with all savings banks .. ia ep 240 507 O61 714 $37 892 

Volume of Money a 2% - 613 1,357 1,541 $&1,750 2,447 2,443° 

International Currency Reserves ea - 56 208 199 452 843 362 
Treasury Bills Outstanding on account of 

Commonwealth Government .. “ Ka 343 278 123 108 160 

\dvances (all cheque-paying banks) a a8 333 252 310 455 678 805 


* Including inter-bank balances (excluded in earlier years). 


This rigid system of controls has remained in being ever since. In the 
Commonwealth Bank Act and the Banking Act of 1945 the powers exercised 
under the war-time regulations were continued with minor amendment 
(although no reference was made to the level of bank profits). Certain other 
changes were also made at this time in the Commonwealth Bank’s manage- 
ment and status. The functions of the Bank’s former Board of Directors were 
delegated to the Governor, assisted by an advisory council of Bank and 
Treasury officials, and it was provided that the Government’s view should 
prevail if any disagreement on policy arose between it and the Bank; these 
provisions were, however, amended by legislation last year when a Board of 
Directors was reinstated and the Treasurer was required to lay before Parlia- 
ment full particulars of his decisions in any dispute with the Bank. Another 


provision of the Commonwealth Bank Act of 1945 declared that the Bank | 


should seek to develop and expand its general banking business. The trading 
department of the Commonwealth Bank had not previously been an aggressive 
competitor in the ordinary commercial field and there is no doubt that this 
provision was resented by the other banks—both on the grounds that it might 
have a detrimental effect upon central banking policy and because of their appre- 
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hension that they might suffer unfair competition from a rival that possessed 
all the prestige of a central bank, that did not have to pay taxes or dividends, 
and that was not subject to the control requirements of the 1945 Act. In 
practice the Commonwealth Bank has followed an understanding policy in 
this respect, especially since 1950, and this July it voluntarily accepted an 
obligation to pay funds into a special account equivalent to those demanded 
from its competitors. But Sir Arthur Fadden’'s evident intention to write this 
obligation into a new Banking Act will be widely welcomed—for it will provide 
a safeguard against the day when the present liberal administration might 
change. 
WARTIME OPERATION OF THE SYSTEM 

When the new system of controls came into effect in 1941, trading bank 
assets were some {£55* millions above their level in August, 1939. Since the 
banks had been in a relatively illiquid position in 1939, however, it was 
decided that only £20 millions should be called up to inaugurate the special 
account system. Thereafter virtually all war-time increases in trading bank 
assets were lodged in special accounts with the central bank, although the calls 
were regulated so that less was called when seasonal demands upon cash were 
greatest and more when the position became easier (on occasions, too, releases 
were made from the accounts to meet temporary cash needs). The rate oi 
interest paid on special account balances was fixed at ? per cent. p.a. at the 
outset, and was kept at that level until February, 1947, when it was reduced 
to } per cent. This was not sufficient to offset the banks’ loss of income 
resulting from falling advances, but the Commonwealth Bank helped to keep 
trading bank profits at their 1937-39 level by selling Treasury bills or Govern- 
ment securities to them for appropriate periods, with provision for re-purchase, 
and by allowing them to take over a share of its own advances to wheat-growers. 
It was agreed that the banks might maintain their main earning assets—that 
is, Government securities (other than Treasury bills) plus advances—at the 
1939 level, provided profits did not exceed the pre-war base. 

The effect of linking the special account and profits provisions with a pre- 
war base was to cause considerably different ratios of assets to be held in 
special accounts by different banks. Inevitably those banks whose business 
expanded most tended to find themselves with the highest proportion of their 
assets in special accounts. Trading bank deposits increased by 82 per cent. 
between the June quarters of 1939 and 1945, but increases for individual 
banks ranged between 58 per cent. and 108 per cent. Thanks to the policy of 
permitting profits to be maintained at pre-war levels, however, two of the largest 
banks, in particular, were not compelled to lodge the whole of their increase 
in deposits in special accounts. The net result was that in June, 1945, trading 
bank special accounts amounted to 40 per cent. of total deposits, but the ratio 
for individual banks ranged from 36 per cent. to 47 per cent. 

To sum up: In these war years the limitation placed upon increases in 
bank advances or investment in Government securities, together with the 
reduced demand for advances, prevented a secondary expansion from the 
inflationary finance that was provided to the Government by the central 
bank. The profits policy, which was apparently successful in its object, was 
also effected in this way. The special accounts thus merely provided a reposi- 
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tory for idle funds from which interest could be obtained. Like the profits 
policy, the special account system was, of course, based upon a principle that 
provided no incentive for competition, good management and expansion. But 
since the banks—in the interests of manpower economy—closed down one- 
fifth of their branches in these years, normal competition was, in any Case, 
temporarily in abeyance. After the war these problems came to a head. 


CREDIT INFLATION IN THE POST-WAR BooM 

In the first six years after the end of the war, as Table I shows, the volume 
of money in Australia increased by no less than £1,090 millions. One of the 
principal reasons for this was the favourable balance of payments and the | 
inflow of foreign capital; Australia’s international currency reserves grew 
from £208 millions to £843 millions in this period. But another reason was the | 
increase in bank lending. Although the volume of Treasury bills outstanding, 
which gives some indication of the net effect upon the money supply of Govern- 
ment cash transactions, was reduced from £343 millions to £108 millions, | 
bank advances rose from {£252 millions to £678 millions. This increase in 
advances was not in conflict with official policy. Apart from the extensive 








Tasle II é 
TRADING BANKS’ ASSETS IN AUSTRALIA, 1939-52 
WEEKLY AVERAGES TO JUNE (IN £A MILLIONS) June | 
1939* 1946* 1947* 1948* 1949* 1950* 1951* 1952* %952* ' 
Deposits 317 606 637 673 776 910 «1,144 =—1,202 1,123 § 
ba 
Advances . 255 212 26: 330 369 404 479 622 69gI 
- al gi 35 fi 49 +7 44 fe “ed 620 § 
Government and municipal securities 20 115 95 66 61 84 go 65 63 
6 1g 15 10 s 9 8 6 6 
Special account — 238 265 262 323 377 500 464 303 
= - 39 42 39 42 ql 44 39 27 
Treasury bills 22 60 26 18 22 27 37 33 36 
Cash 34 38 38 44 48 52 59 61 61 
a 2 { 
Liquid assets f ...... 56 2 36 329 324 393 156 596 558 400 . 
17 55 52 4 51 50 52 40 3° 
Balances due to other banks I I 2 12 33 33 51 61 45 
* Italic figures beneath assets totals are percentages of published deposits. t Special account Treasury bills and cash. 


demand for working capital arising out of rehabilitation and the normal f 


peace-time operation of the economy, the Government was actively sponsoring | | 
projects for the expansion of population and of secondary industry (together F ; 
with ancillary services). Details of an advances policy, with these ends in F— 1 
view, were issued to the banks, but it is unlikely that this qualitative control | i 
of advances was ever the limiting factor on the volume of bank lending. 
The increase in advances was made possible by three factors. In the first { 
place calls to special accounts in this period were no longer roughly equated F | 
to the total increase in bank assets, but only to a proportion of it. Between 
June, 1945, and June, 1948, for example, the amount so called represented _ 
only about 45 per cent. of the increase in trading bank assets—although, of FF 1 
course, the potential liability to calls to special accounts for the full increase f 
in assets since 1939 remained. (Theoretically it still remains, but it is believed ( 
that Sir Arthur Fadden’s projected new legislation will remedy this.) An t 
important feature of this period, as Table III shows, was that calls to and - 
releases from special accounts were adjusted so that the ratios to depositsof fF, 
liquid assets (till money, working balances at the central bank, Treasury bills in 
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and special accounts)* were the same for each of the trading banks. In suc- 
ceeding years the common ratio has been altered in accordance with current 
credit policy, as is shown in Table II. As the actual amount to be lodged in 
special accounts (within the limit of increases in assets since August, 1939) is 
left to its discretion, the central bank has thus been able to impose a form of 
variable statutory minimum reserves of the sort recommended by the 1937 
Roval Commission. 

In the early post-war years, those banks that found that calls to special 
accounts prevented them from increasing advances by as much as they wished 
were able to raise finance by reducing their holdings of Government securities. 
In this respect, the policies of individual banks differed widely. By June, 1948, 
three of the six largest banks had reduced their total holding of Government 
securities to £10 millions, a figure that has since remained unchanged and that 
is apparently treated as a minimum emergency reserve. Two of these banks 


TABLE III 
INDIVIDUAL BANKS’ ASSETs AND RATIOS 
WEEKLY AVERAGES TO JUNE (IN £A MILLIONS) 


ADVANCES SPECIAL ACCOUNT Deposits 

1947 1949 I95I I952 1947 1949 I950 1952 | 1947 1949 I95¢ 195-2 
Australia and New Zealand Bank 55 72 96 225 | 45 59 103 33 | #+%&IN4 135 210 214 
Bank of Adelaide haa ; * 5 Ss 9 6 s I2 12 14 19 27 28 
Bank of New South Wales _....... 70 94 r20 164 | 72 go I42 13m | 179 222 337 345 
Commercial Bank of Australia 26 39 54 67 | 29 32 44 39 | 67 82 It4 25 
Commercial Banking Co. of Sydney 33 40 51 66 | 35 10 60 57 | 88 ro8 1:62 70 
English, Scottish and Australian Bank 26 57 57 79 «OI 32 36 50 49 | 72 83 Ir3 126 
National Bank of Australasia 45 62 94 12 | 47 57 89 83. | 103 126 182 194 

snes : soa nde | aa hada prtind acid wi oni’ ae a 
TOTAL (7 Trading Banks 201 309 480 622 26065 322 500 404 | 637 776 1,144 1,202 


——= - — — i —- — ne —_——— | — 


RATIOS TO DEPOSITS 


ADVANCES SPECIAL ACCOUNT | Liouip Assers * 

1947 1949 I95I 1952 1947 1949 I95f 1952 | I947 1949 195! 1952 
Australia and New Zealand Bank 48 53 46 58 fo 43 49 44 | 49 49 53 17 
Bank ot Adelaide 47 26 28 30 44 45 47 sr | 51 58 53 17 
Bank of New South Wales 39 43 36 48 | 40 ) 42 38 | 50 51 52 40 
Commercial Bank of Australia 39 48 48 54 | 44 0) 38 32 «CO 58 51 52 
Commercial Banking Co. of Sydney 37 37 R 39 «| 39 37 7 33 | 53 50 52 1 
English, Scottish and Australian Bank 37 69 50 62 | 41 14 45 9 | 52 51 52 17 
National Bank of Australasia 43 49 51 58 49 135 49 43 | 52 51 5} 4? 

| 


Totat (7 Trading Banks) 4 48 42 52 42 {2 44 39 CCS 52 51 52 10 


* i.e. Special accounts, Cash and Treasury bills. 


had also disposed of their Treasury bills by June, 1948, and have held none 
since. Of the other three large banks, one reduced its investment in slow steps, 
reaching a position similar to that of the first group by 1951 (having eliminated 
its Treasury bills by mid-1948); one allowed its investments to run down 
until 1949 but built them up again thereafter, while allowing its Treasury bills 
to fluctuate with seasonal cash needs; but the sixth bank still held Treasury 
bills and increased its investments (with seasonal variations) up to June, 1951. 

There remained one other source from which the increase in advances 
could be financed. To assist those banks whose security holdings had been 
reduced to low levels to continue to meet demands for advances for approved 
purposes, the central bank extended short-period loans to them. Thus, the 
Governor of the central bank reported in 1949 that special account policy was 
to be maintained, but that the flexibility needed to meet essential require- 


—— 





*“ Liquidity ratios ’’, in Australian banking parlance, are, of course, very different from 
what is understood by the term in this country. Quite apart from the inclusion of special accounts 
in liquid assets, it should be noted that no allowance is made for net loans from the central bank 
or for the volume of funds involved in balances abroad. 
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ments would be furnished by loans to banks while they adjusted their advance 
policies. In the monthly returns of the trading banks (as shown in Table I), the 
central bank loans are included in the item “ balances due to other banks ”’. 
Until the end of 1947 this item was very small—around {£1 million or £2 millions 
—and merely represented cheques still in course of collection. By August, 
1948, it had risen to £35 millions; after falling rapidly to £20 millions in 
October (with the seasonal release of special account funds), it rose again to 
reach {50 millions in June, 1949, but releases from special accounts then again 
enabled a reduction to {18 millions by the end of the year. During 1950 and 
1951, the balances grew, with irregular monthly fluctuations, and reached their 
highest point (of £72 millions) in January, 1952. It should be noted, how- 
ever, that as these central bank loans were made available throughout this 
period at 34 per cent. p.a. and as the maximum rate for advances then stood 
at 44 per cent., the margin for their profitable employment was narrow. 


CREDIT POLICY AFTER THE BooM 

Such, then, was the situation in June, 1951, when Australia’s post-war 
boom abruptly terminated. In the next twelve months an unfavourable 
balance of payments reduced oversea reserves by {481 millions. Despite this 
drain of money out of the country bank advances continued to increase, and 
by June, 1952, they had reached 62 per cent. of deposits compared with 41 
per cent. a year before. Up to January of this year this increase in advances 
was partly financed by increased borrowing from the central bank, but the 
greater part of it was met by releases from special accounts; by August 6, 
1952, these special accounts were down to {190 millions, compared with £559 
millions thirteen months before. The liquidity of the banks has been assisted 
by sales of Government securities and by a degree of Government deficit 
financing, but, even so, the ratio of liquid assets to deposits had fallen to 36 
per cent. in June, its lowest level since before the war—even though the 
winter's normal cash requirements, for tax dues and rural needs, are still to 
be recorded. The very great liquidity, which had been represented by large 
Special Account balances, is thus approaching exhaustion and it seems likely 
that from now on the traditional criteria of liquidity will come to play a 
greater part in the formulation of bank lending policy. 

To sum up: Although the special account system was used to withdraw 
funds from the banking system during the period of heavy external surplus 
a large increase in bank advances was allowed throughout these six years of 
boom; this increase fed the expansion of secondary industry and other develop- 
ment programmes that were officially encouraged at that time. Now that 
overseas balances are running down, the increase in advances has been allowed 
to continue, and funds have been released from the special accounts for this 
purpose. At the present time credit control is steering a difficult course. On 
the one hand, the authorities clearly feel that cash must be provided to allow 
importers and others to hold goods that were received during the recent 
import flood; the alternative, in view of sluggish demand, would be forced 
sales with possibly widespread repercussions. On the other hand, the Australian 
price level must be prevented from getting further out of line with oversea 
prices. In endeavouring to keep their ship off the rocks of financial crisis, 
while edging away from the inflationary whirlpool, the authorities are being 
assailed by all sectors of opinion. And so is their system of credit control. 
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The Employment Problem in 


Northern Ireland 
By Norman Cuthbert 


(Lecturer in Economics at Queen's University, Belfast) 


NEMPLOYMENT is still the most pressing problem confronting Northern 
[L traana. In July of this year there were 60,300 persons out of work, 

28,100 males and 32,200 females; in all, 12} per cent. of the total of 
insured employees. This is the highest count of any month since the war, 
exceeding the month of June by over 10,000, and the month of July, 1951, 
by 36,500 persons. A substantial proportion of this increase arises from an 
extension of the annual holidays—the most economical way of curtailing 
output when plant would be shut down in any case—so that a considerable 
number, therefore, can be looked upon as temporarily stopped. But, after 
allowing for this temporary element, the number of wholly unemployed is still 
some 15,800 more than it was at the same time last year, representing a rise of 
3 per cent. in the ratio of unemployment to total insured population. The rapid 
rise in the figure is once again prompting a good deal of serious thought about 
the future of industry in the province. 

This does not mean that there are any signs of a general deterioration in 
the level of economic activity to what it was in the ‘thirties. As in England, 
most of the increase in unemployment is centred in the textile and clothing 
industries, and the sharp decline in these has had a depressing effect on some 
other trades. But the main groups have maintained their position. Agri- 
culture, which is the greatest single employer of labour, continues to prosper, 
and employment is high in shipbuilding and engineering. In these two indus- 
tries, which between them account for over 20 per cent. of all employment in 
manufacture (35 per cent. of the male employment), order books are full: 
apart from a shortage of some raw materials, there are no signs of recession 
in the near future. 

Although the textile industry has contracted considerably in the past thirty 
vears, it still has attached to it about 30 per cent. of the insured workers 
engaged in manufacture. The clothing industry accounts for another 14 per 
cent. In addition, these industries are so widely dispersed geographically that 
the whole province is highly dependent on their prosperity. The intensity of 
demand for textile goods of all kinds both at home and abroad after 1945 
may have given a misleading conception of the long-term prospects of the 
industry. But now that the pent-up demand has been largely met and former 
enemy countries have once more entered the competitive field, it seems clear 
that the period of post-war boom has come to an end. 

The linen trade of Northern Ireland depends to a very large extent on 
foreign markets. Some 60 to 70 per cent. of the total output is sold abroad 
and a high proportion of this (about 60 per cent.) goes to dollar countries. 
This contribution to the hard currency resources of the United Kingdom has 
placed the textile industry in a very important position since the war, but its 
high degree of dependence on foreign demand makes it extremely vulnerable 
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to world competition. To a region such as Northern [reland, which has little 
in the way of natural resources, textile industries are eminently suited. Costs 
of transportation and fuel reckoned as a proportion of the value of output are 
low and, in present technical conditions, siting therefore tends to be contingent 
on a supply of suitable labour. In the linen trade, and in some other branches 
of the textile trades, skill is of great importance, so that the presence of a skilled 
labour force has the effect of tying the industry to a certain location. There 
is at the margin keen competition from other fabrics, but because of the 
special properties of linen, large sections of the trade are fairly invulnerable 
over the long run. During recent years, about one-third of the output of the 
linen industry has consisted of staple rayon goods or rayon mixtures. Asa 
temporary measure the production of rayon goods has no doubt been advan- 
tageous and is an example of the way in which British manufacturers, in the 
face of world industrial development, must be prepared to keep a step ahead 
of foreign producers. But many members of the trade are doubtful whether 
the production of rayon goods on the present scale can be permanently main- 
tained. They feel that the future of Northern Ireland's textile industries 
must lie in the production of those goods that require special skill. The present 
recession in the textile and clothing industries is doubly disappointing since a 
proportion of the new projects started since the war under the New Industries 
Development Acts has been in these industries. But this again underlines 
Northern Ireland's dependence on a mere handful of industries and indicates 
the necessity for a wider and more diversified industrial structure. 
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In total, the results of the Government's endeavours to find new industries 
for the province have been disappointing. Since the war the total number of 
unemployed persons has at no time fallen below about 4 to 5 per cent. of the 
number of insured employees, even though there has been an acute shortage 
of labour in Great Britain. Planned development in relation to this hard core 
of unemployment is small. The following table compares the position of 
Northern Ireland and Scotland at the end of 1950, and includes all the new 
industries started under the development schemes since 1937. 


EMPLOYMENT VALUE OF NEW INDUSTRIES 


Scottish 

Northern evelopment Scotland 

lreland Areas (all) 
Employment at 31/12/50 .. a = aa 23,990 50,470 100,390 
Estimated Peak Employment _ o o. 30, 340 110,590 150,050 
Estimated Expansion at 31/12/50 as = 6,350 39,120 49,000 
Number of Unemployed, mid-1939 a 5 70,870 114,710 171,790 
Number of Unemployed, mid-10950 a sat 24,920 40,510 57,170 


In the whole of Scotland the actual employment given at the end of 1950 
in new industries established since 1937 amounted to 58 per cent. of the 
number of unemployed in 1939; in the Scottish Development Areas, it 
amounted to 70 per cent., and in Northern Ireland to 34 percent. The planned 
additions, on the other hand, were 84 per cent., 97 per cent., and 25 per cent. 
of the respective totals of unemployment at mid-1950. In all these areas the 
new development was insufficient to cover their needs at that date, but the 
disproportion was much greater in Northern Ireland than in either of the 
others. The figures illustrate something of the difficulty that has been experi- 
enced in stimulating industrial investment in the province by present methods. 
Rather less than half the increase in employment in manufacturing industries 
since before the war has been due to the operation of the New Industries 
Development Acts. The rest must be attnbuted to the improvement in the 
conditions affecting the whole economy. 


PROBLEM OF RELATIVE COsTS 

It seems plausible to argue that adequate diversification of industry can 
come about in Northern Ireland only through the immigration of new enter- 
prises, or by the opening up of branches of firms already established in Great 
Britain. The high degree of specialization upon a few industries—notably 
textiles, shipbuilding and engineering—has limited the range of techniques 
that its residents have acquired, and any widening of the scope of industry 
that proceeds from established undertakings is therefore likely to be limited. 
It is true that Ulster branches of English undertakings may be the first to 
close down in times of depression in the particular trades concerned. Never- 
theless, so long as the range of trades is sufficiently wide, it may be that, in 
the absence of a general depression (in which case Northern Ireland cannot 
escape in any event), a more stable level of employment could be attained 
through establishing more of them. 

One of the factors tending to inhibit industrial development in Northern 
lreland has been its relative isolation. Because of the lack of industrial raw 
materials and the necessity to export finished goods, transport costs are of 
great importance. In some lines of production, where the raw materials are 











imported from abroad and the finished articles are consigned abroad, there js 
little disadvantage to the Northern Ireland industrialist. The raw materials 
may be imported c.i.f. British ports and if Belfast is accepted as such, inward 
transport costs need be no higher than to importers in other parts of the 
Kingdom. Differential costs of carriage on finished goods due to location in 
Northern Ireland will tend, in such cases, to be submerged in the total transport 
costs to far distant markets. On the other hand, where goods produced in 
Northern Ireland are sold in competition with similar goods produced in Great 
Britain, either in Great Britain itself or on the Continent, the transport differen- 
tial may be considerable, and in most cases the addition has to be borne by the 
producer. This cost disadvantage is difficult to calculate and differs widely 
according to the industry, the source of the raw materials and the market for 
the goods, but some industrialists reckon it as much as 8 or g per cent. of the 
selling value. A comparison made from the Census of Production of 1935 
shows that the prices paid for industrial coal were for all industries higher in 
Northern Ireland than in Great Britain. In no trade group was the excess 
less than 14 per cent. of the English price, and in many it was between 40 and 
50 per cent. In some trades, such as Brick and Fireclay, and Gas production, 
this extra cost alone amounted to about 7 or 8 per cent. of the value of net 
output. In others it was of considerably less importance. 

To these higher direct transport costs must be added other incidental costs 
due to such things as the return of empties, damage to goods in transit, the 
provision of more expensive packing to withstand the rigours of sea transport, 
and the holding of larger stocks to counteract the effects of transport delays. 
Since the war the operation of a container service on cross-channel routes and 
the provision of a ferry service for road vehicles have done something to 
mitigate these extra transport costs, particularly the indirect ones. But the 
saving is not uniform for all types of traffic, and for many kinds of goods it ts 
still cheaper to use the older methods. Naturally, recent increases 1n transport 
rates have given rise to a good deal of concern, since a given percentage increase 
in rates does weigh more heavily on regions, such as Northern Ireland, that 
are more distant from their sources of raw materials and power and from their 
markets. The high costs of transport undoubtedly have a dominant influence 
on the industrial structure of the province. They largely account for its high 
concentration on certain existing industries, and they greatly restrict the range 
of possible new industries. 
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In general, the level of wage rates in Northern Ireland appears to be lower 
than in Great Britain, and it is here that the main offset to higher transporta- 
tion costs is to be found. Except in shipbuilding, where a uniform national 
scale operates, the wages of unskilled workers are generally lower than in the 
same industries in Great Britain, both absolutely and also in relation to rates 
for skilled workers. The same can be said of wage rates for women. In some 
occupations, for example, in engineering, the rates for skilled male workers 
are higher than the average for Great Britain and the same applies to a few 
sheltered groups—skilled building operatives, bakers, dock labourers and 
certain transport workers. While trade unionism 1s not so strong as in England 
and Scotland, the bulk of the membership is in unions that have their head- 
quarters in, and are controlled from, Great Britain. The danger in this arrange- 
ment is that trade union policy in Northern Ireland will be subordinated to the 
interests of workers in Great Britain; for in an endeavour to serve the interests 
of the workers as a whole and in order to prevent possible undercutting of 
rates in Northern Ireland, trade union action may eliminate some of the 
margin that is essential for the very existence of certain lines of production in 
Northern Ireland, old as well as new. It is also true, however, that the margin 
should not be so wide as to be an encouragement to industrial inefficiency. 
It is probable that owing to the shortage of labour in Great Britain, wage 
differences are in fact at present greater than appears from published rates. 
Because of the much lower demand for labour in Northern [reland, there ts 
less need to pay special bonuses to retain labour. | 

The relatively high rates of wages prevailing in some skilled trades are 
probably to some extent the outcome of local shortages at an earlier stage ot 
industrial development. But there are instances where the high rates have 
been established only at a comparatively late date. In the building trade in 
Belfast, for example, hourly wage rates for skilled operatives were, before 
1914, lower than the average for the United Kingdom. But since the 1914-18 
war they have been consistently higher than the average and are exceeded 
only by the rates paid in London and on the Mersey-side. Such a lack ot 
alignment of wage rates might have a deterrent effect on capital expansion 
in the province. 

The additional transport costs and the lower labour costs go some way 
towards explaining why, in the Censuses of Production, Northern Ireland 
industries as a rule show a consistently lower value of net-output per employee 
than their counterparts in other regions of the Kingdom. There are, of course, 
other related factors at work, such as the lower average size of establishment 
(measured in terms of employment), the small number of firms engaged in the 
production of highly priced and extensively advertised branded goods, and 
the specialization of Northern Ireland on those branches of industry that 
require a lower proportion of capital to labour. [It would be not only rash 
but wrong to attribute the relatively low value of net output per head to 
inefficiency on the part of labour. Employers who have had experience on 
both sides of the Irish Sea are in general agreement that workers in Northern 
Ireland are as willing and adaptable as those elsewhere in the Kingdom and 
that, when working in similar conditions, they produce at least as much. 

Although it is expected that employment in the textile and clothing indus- 
tries will show an upward turn in the near future, it is unlikely that it will 
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attain as high and stable a level as has existed since 1945. One of the difh- 
culties encountered in trying to provide new industries has been that, except 
during the present recession in textiles, the great bulk of the unemployed have 
been males, while the industries that are best suited to the conditions, especially 
in the country towns and rural districts, are of the kind that employ a fairly 
high proportion of females. If part of the decline in textiles should prove to 
be permanent, it may, by releasing a high proportion of female workers, 
sufficiently dilute the available labour force to improve the prospects of new 
industrial expansion. 

Even though Northern Ireland has not been scheduled as a Development 
Area, the facilities and financial assistance that are offered to new industries 
are broadly of the same kind and are at least as good as those offered in the 
actual Development Areas. Factories for letting to industrialists at moderate 
rents have been, and are being, built at Government expense, while grants and 
loans to meet initial expenses are made at generous rates. But, as has been 
shown, part of the higher costs borne by Northern Ireland industries are of a 
continuing nature and it is to the reduction of these that a great deal of atten- 
tion, and possibly of capital, must be devoted, for it is here that one of the 
main hopes for the future lies. 

But although the Government of Northern Ireland directly administers 
industrial development schemes, it has little control over most of the general 
conditions affecting the growth of industry in the province. Restrictions on 
investment, credit and raw material supplies imposed by the Government at 
Westminster tend to be insufficiently selective in their operation to allow for 
the different levels of employment in different areas. They may therefore 
react much more unfavourably on Northern Ireland, which has considerable 
leewav to make up, than generally throughout the country. 


International Banking Review* 


Australia 
ATES of interest on deposits in trading banks and savings banks and on 
R the advances of trading banks have been increased. ates on fixed deposits 
have been raised by } per cent. for short-term and } per cent. for long-term, 
the new three months’ rate being I per cent. The new general rate on advances 
is 5 per cent., against 43 per cent. hitherto. The adjustments are a sequel to 
the rise in yields on Government and other public securities. 

The Budget for the year to June 30, 1953, provides for the abolition of the 
special levy on individual taxpayers of 10 per cent. of income tax and social 
security contributions imposed in 1951. The system of advance tax payments 
by companies is also discontinued. These concessions, estimated to cost £A 49.6 
millions, are intended to provide a stimulus to increased production. The Federal 
Treasurer, Sir Arthur Fadden, explained that it was not proposed to carry con- 
cessions to the point of incurring a deficit and that all Commonwealth expenditures, 
including those on capital works, would be met from revenue during the coming 
year. It was not intended, however, to finance States’ capital works from 
Commonwealth revenues; but some special assistance from bank credit would 
be justifiable for essential State works of a “ truly developmental and productive 








* Other current international banking news is discussed in ‘‘A Banker’s Diary ”’, on pages 1 25-139 
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kind’. In its final form the Budget provides for a surplus of only £A 460,000, 
with revenue at £A 959.9 millions and expenditure at {A 959.4 millions. 

The Minister disclosed that the adverse balance of payments in the year to 
June 30, 1952, had amounted to {A 481 millions and external reserves had fallen 
from fA 843 millions to {A 362 millions. He declared, however, that the March 
import cuts were now becoming effective and that the immediate problem had 
been successfully brought under control. 

He announced that the Government proposed to amend the legislation regu- 
lating the relations between the Commonwealth Bank and the trading banks. 
[It would also review the legislation governing the relationship between the central 
banking activities of the Commonwealth Bank and its trading section to ensure 
that there was no unfair competition with other trading banks. 


Brazil 
The balance of payments has continued to deteriorate. Outstanding arrears 
of commercial remittances due to Britain have recently been estimated at £30 
millions and those due to the United States at nearly U.S. $400 millions. Rumours 
that the cruzeiro will be devalued to revive the flagging export trade have been 
officially denied. 


Egypt 

The new Government has issued a decree modifying the 1947 decree law by 
reducing the minimum percentage of Egyptian capital required in a new company 
(or in an increase of capital by an existing company) from 51 to 49 per cent. If 
within a minimum subscription period of one month, this amount of Egyptian 
capital is not forthcoming, the percentage requirement will be waived altogether , 
The new decree stipulates, however, that the Minister of Commerce may raise 
the percentage of Egyptian capital for companies of national importance. 


France 


Subscriptions to the Government’s 34 per cent. gold-clause loan amounted to 
krs. 195,000 millions in cash. In addition, Frs. 233,000 millions was received 
through the conversion of 5 per cent. Perpetual and other bonds, making a 
total of krs. 428,000 millions. Subscriptions in gold amounted to only Frs. 15,000 
millions. The results are regarded as disappointing, as the Government had 
hoped to collect in cash some Frs. 300,000 millions and to draw a larger amount 
from private gold stocks, which are estimated at upwards of Frs. goo,ooo millions. 
The proceeds of the loan will, however, be sufficient to cover the Treasury’s 
financial needs during the next few months. 

An official survey shows that the franc area’s balance of payments deficit in 
1j5I amounted to the equivalent of U.S. $1,058 millions, four times the figure 
lor the preceding year. Nearly half the deficit was covered by American aid, 
another $225 millions by drawing on gold and dollar reserves and the rest from 
E.P.U. credits and foreign investment in the franc area. 

The report of the Bank of France for 1951 states that the year was not a good 
one for the French currency although economic activity had been at a high level. 
Internal depreciation of the franc continued at an accelerated pace and the external 
position of the currency had also deteriorated. The report asserted that there 
were few countries where the price boom during 1951 had gone so far as in 
trance and concluded that restoration of the currency would be “‘ problematical ”’ 
without a general consent to make an effort to check overspending by individuals 
and the State itself. 
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Germany 


The revised Bill setting out the statutes of Germany’s future central bank has 
been submitted by the Government to the Federal Assembly. The Bank, which 
will replace the Bank Deutscher Laender established by the Occupation 
authorities, will be responsible for the credit and foreign exchange policies of 
Germany, subject to the requirement that it must support the general economic 
policy of the Government. The Chancellor of the Federal Republic and the 
Ministers of Finance and Economics will have the right to attend the meetings 
of the Bank Council but will have no voting powers. The new Bank will have 
under its control the nine State banks to be set up in the several States. The 
Federal Bank Council will dominate the whole credit structure. Its 16 members 
will be the seven directors of the Central Bank (who will be appointed by the 
Government) and the nine chairmen of the State banks. 

Gold and foreign currency holdings are stated to have amounted to Dm. 2,250 
millions at the end of June, 1952, against Dm. 1,820 millions at mid-1g5I. 

New legislation approved by the German Parliament requires one-third of the 
seats on all boards of directors in industry, banks, trade and insurance, etc., to 
be given to workers’ representatives. The West German Central Banking Council 
has reduced bank rate from 5 to 44 per cent. 

The international conference on German debts in London ended successfully 
early in August after negotiations lasting more than four months. Its report is 
fully discussed in an article on pages 140-146. 


India 

The Reserve Bank’s annual Report on Currency and Finance for 1951-32 
points out that three main measures have been taken during the past year to 
check further credit inflation. The first was the raising of bank rate from 3 to 3} 
per cent., for the first time in 17 years. The second was a change in the Govern- 
ment’s open market policy—by the decision to help the banking system in times 
of seasonal stringency by granting to the banks loans against Government 
securities instead of buying the securities outright. The third was an attempt to 
introduce an element of elasticity into the money market by initiating a scheme 
for a bill market. Under the scheme the Bank made available to the scheduled 
banks by way of advances against usance bills a substantial amount of assistance 
—kRs. 740 millions up to June 30, 1952. The report said that as a result of these 
credit measures and of the steep fall in wholesale prices the expansion in credit 
slowed down towards the close of the period under review. 
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Statistics prepared by the Reserve Bank show that the urban business of 
small local banks is being gradually transferred to the big joint-stock institutions, 
while co-operative banking is spreading rapidly in rural areas. Scheduled banks 
are stated to have handled about 83 per cent. of the country’s banking business 
in 1951 although they are less than a tenth of the total number of banks. 


Japan 

Restrictions on the export of iron, steel and textiles to the sterling area have 
been further relaxed to permit greater flexibility of trade. Total exports are, 
however, to continue to be limited within the annual amounts previously fixed. 

A plan to cut rates of interest charged by the Japanese Export-Import Bank 
for loans to assist exports of plant has been held up because the Finance Ministry 
has announced its intention to charge 5 per cent. on funds invested in the bank 
(which opened for business on April 1 this year). As about half the bank’s capita! 
of 21,000 million yen is drawn from such funds, the proposed charge would make 
it impossible for the bank to reduce its own lending rates. 

The payments agreement with the United Kingdom, which was due to expire 
at the end of August, has been extended for a further period of four months. 


Netherlands 

The bank rate has been reduced from 34 to 3 per cent. Corresponding adjust- 
ments have been made in other interest rates quoted by the Netherlands Bank. 
Like the previous reduction in January, the change is attributed to the easier 
turn in the country’s general economic situation indicated by the improvement 
in the balance of payments and the steady rise in foreign exchange reserves. 

It has been decided that in future tourists entering the country need make a 
written declaration of their holdings of currency and cheques only when these 
exceed Fls. 100 millions in Dutch currency and Fls. 400 millions in foreign 
currency. They are also to be allowed to exchange foreign currency notes into 
other foreign notes except American dollars, Canadian dollars and Swiss franes. 


New Zealand 


The Budget for the year to June 30, 1953, repeals the 2d. stamp duty on 
receipts, reduces the surcharge on income tax from 10 to 5 per cent., and grants 
a rebate of 20 per cent. on death duties. It also provides for the payment of 
bonuses to social security beneficiaries. The concessions are expected to cost in 
all some {8 millions. Total revenue for the year is estimated at {170 millions. 
After allowing for a transfer of {14.2 millions to social security account, expendi- 
ture is expected to come out at {167.3 millions, leaving a surplus of {2.7 millions. 
Social security taxes are estimated to produce {45 millions, which, with the 
transfer from ordinary revenue, is expected to cover all but £0.6 million of the 
years outgoings. 

The Reserve Bank has announced that the basic allocations of foreign exchange 
for 1953 imports are to be at 40 per cent. of the rg50 figures. Exchange 
will, however, be allocated in full to traders to pay for motor vehicles and for 
licensed goods from the dollar area and other ‘‘scheduled countries ’’ (principally 
Japan, the Russian bloc and a few other countries). The official statement 
explains that it was not thought desirable to draw further on overseas reserves 
In 1953 since such a policy would reduce them below safety point. For imports 
covered by firm contracts as at April 1 last, but for which no exchange has been 
allocated, the Reserve Bank reserves the right to spread remittances over a period. 
Imports from ‘“‘non-scheduled countries’ (including the sterling area) are, in 
general, subject to licence only for the purpose of protection of local industry: 
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licences for such imports will not carry any automatic right to an allocation of 
exchange. 

A Reserve Bank survey shows that there was a deficit on external payments 
of {51.3 millions in the year to June 30, 1952, compared with a surplus of £30.1 
millions in the previous year. 


South Africa 

In his annual statement to the stockholders of the Reserve Bank, Dr. de Kock, 
its governor, asserted that the financial as well as the general economic situation 
of the Union was still sound. There were, however, some disquieting features in 
the shape of a continuation of price and cost inflation and the disequilibrium in 
the balance of payments. In the circumstances the safe course for the Union in 
its short-term policy would be to place the emphasis on consolidation of the 
progress made in recent years rather than on new development. 

Dr. de Kock’s review of external payments showed that there was a deficit 
on current account of £109 millions in 1951; the account was in equilibrium in 
1950. There was a jump of £162 millions in imports, while net current expenditure 
on invisible items rose by £15 millions. On capital account the Union showed a 
surplus of {71 millions, the same as in the previous year. The final outcome 
was an overall deficit of £38 millions compared with a surplus of £71 millions 
In 1950. 

The Reserve Bank and the Government have agreed upon a new pattern of 
rates for the maturities of Government, municipal and other public securities. 
This is to be maintained by official policy as long as present conditions continue. 
The new pattern provides for a general rise in rates. It 1s hoped that the decision 
will end the recent state of uncertainty and thereby give stability to the gilt- 
edged market and improve the environment for investment in new public issues. 


United States 

The U.S. Treasury has indicated that it does not intend to redeem four bond 
issues with a total value of about $16,500 millions when they reach their first 
maturity date in December. The bonds carry interest rates of 2 and 2} per cent., 
and present intentions are to allow them to run to their final maturity dates in 
1954 and 1955 because the cost of re-financing at the present time would be so high. 

Following the general rise in interest rates, the Treasury has raised the rate 
of interest for offerings of 12-months’ certificates to 2 per cent., the highest point 
reached since 1934. 
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Appointments and Retirements 





Bank of England—Mr. D. E. Johns, principal, discount office, has assumed the agency of the 
Law Courts branch; Mr. D. M. Randell, principal of the Branch Banks office, has become principal 
of the discount office. 

Barclavs Bank—Battervsea Pavk: Mr. H. Aldridge, from King’s Road, Chelsea, to be manager. 
Manoi Park: Mr. B. C. Chapman, from Upton Park, to be manager. Shepherd’s Bush, Uxbridge 
Rd.: Mr. G. L. Thomas, from Willesden Green, to be manager. Sutton, North: Mr. A. L. Older, 
from Battersea Park, to be manager. Bilston: Mr. F. W. Berry, from West Bromwich, to be 
manager. Cosham: Mr. P. D. W. Arkell, from Emsworth, to be manager. Emsworth: Mr 
B. L. Tipple, from Cosham, to be manager. Hawes: Mr. H. Pickard, from Bishop Auckland, to 
be manager. Leigh: Mr. C. Smythe, from Bolton, to be manager. Leyburn: Mr. A. B. Knight, 
from Hawes, to be manager. Melton Mowbray: Mr. K. C. Wright, from Boston, to be manager 
Newark-on-Tvent: Mr. A. L. S. Taylor, from Oundle, to be manager. Newcastle upon Tyne, 
Collingwood St. and West Rd.: Mr. M. P. Maxwell, from Shefheld, to be manager. Northwich, 
and Northwich, Station Rd.: Mr. H. Schofield, from Whitehaven, to be manager. Oundle: Mr. 
W. E. Wallace, from Spalding, to be manager. Sheffield, Fitzalan Sq.: Mr. W. E. Gallon, from 
Newcastle upon Tyne, to be manager. Whitehaven: Mr. 5. Walker, from Nantwich, to be manager 
Clydesdale & North of Scotland Bank—JdAberdeen, Quayside: Mr. C. J. Shimmins to be 
manager of the combined businesses of Quayside and Commercial Rd. on Mr. J. Gillespie's 
retirement. 

Coutts & Co.—Mr. A. C. E. Musk to be secretary on retirement of Mr. G. E. F. King, C.V.O. 
District Bank—Cambridge, 9 Trinity St.: Mr. C. W. Dodgson to be manager of this new branch 
Lloyds Bank—Head Office—Organization Dept.: Mr. J. T. Edmonds, from Birmingham, to be 
an inspector ; Premises Dept.: Mr. H. W. E. Lindo to be a staff architect. Aldershot: Mr. T. H 
Willoughby, from Farnborough, to be manager on retirement of Mr. W. S. Bascombe, M.M 
Commercial Road, E.: Mr. S. A. Butt, from Head Office, to be deputy manager. Wing's Cross, 
W.C.: Mr. S. C. Barrell, from Commercial Road, E., to be manager on retirement of Mr. T. H 
Chubb. Wellingborough: Mr. R. A. Taylor, from Northampton, to be manager on retirement 
of Mr. A. E. Jones. 

Martins Bank—Chislehurst: Mr. R. E. Thorogood, from Eltham, to be manager on Mr. H 
Monk’s retirement. Harrogate: Mr. H. T. Bartrop to be manager on Mr. C. E. Adkinson’s retire- 
ment. London, Eltham: Mr. N. E. Gibbons to be manager. Oldham: Mr. T. England, from Bury, 
to be manager on retirement of Mr. P. B. Walton. Todmorden: Mr. R. G. Sutcliffe to be manager 
on Mr. E. de L. Bentley's retirement. 

Midland Bank—Newcastle Emlyn: Mr. J. Evans, from Llanybyther, to be manager. St. Clears: 
Mr. J. Jones, from St. David’s, to be manager on retirement of Mr. F. Morgan. Wallasey, Seacombe 
Mr. W. E. Derbyshire, from Carlisle, to be manager on retirement of Mr. D. G. Roberts. 
National Provincial Bank—Head Office, Premises Dept.: Mr. E. J. Hobbs to be a premises 
inspector. Newcastle upon Tyne, Trustee Branch: Mr. N. C. Venables to be manager. High 
Holborn: Mr. R. H. Paull, from King’s Rd., to be manager. Aing’s Rd.: Mr. S. J. Smith, from 
Moorgate, to be manager. Bideford: Mr. G. E. Austen, from Bromyard, to be manager on 
Mr. E. H. Gaud’s retirement. Brighton: Mr. L. A. O. Hewett, from High Holborn, to be manager 
Bromyard: Mr. E. E. Bentley, from Kettering, to be manager. Leeds, Harehills: Mr. H. T 
Reney, from Woodhouse Lane, Leeds, to be manager on Mr. H. H. Smith's retirement. Malton 
Mr. F. Moss, from Market Rasen, to be manager. Ripon: Mr. C. R. Calow, from Malton, to be 
manager on Mr. C. A. Fearn’s retirement. S?¢. Asaph: Mr. D. L. Thomas, from Denbigh, to be 
manager on retirement of Mr. R. Griffiths. Sutton Coldfield: Mr. J. H. Potter, from Droitwich, to 
be manager. Pi 

Union Bank of Scotland—Glasgow, Head Office: Mr. R. Brown to be staff manager. Llochabers | 
Mr. A. G. Shirran to be manager. Doune: Mr. J. Carswell, from Glasgow, to be manager in 
succession to the late Mr. P. McNab. Atlmarnock: Mr. G.S. Walker, from Aberdeen, to be joint 
Manager in association with Mr. G. F. F. Smith and will become sole manager on Mr. Smith’s 
retirement. Dunning: Mr. C. Duthie Stephen, front Battlefield, Glasgow, to be manager on 
retirement of Mr. W. Brown. Edinburgh, Golden Acre: Mr. H. S. Houston to be manager on 
retirement of Mr. A. Arnott. 

Westminster Bank—Head Office: Mr. R. E. Elliott, a controller, to be an assistant general 
manager; Mr. R. W. Holder, from Cheapside, to be a controller; Mr. E. H. J. Hall, from Holland 
Park and Shepherd’s Bush, to be an inspector of branches. Lombard St.: Mr. A. E. Cooper, a 
controllers’ assistant, to be assistant manager. Blackburn: Mr. P. F. Barlow, from Newton 
Heath, to be manager on retirement of Mr. N. Rushton. Cheapside: Mr. E. J. Downie to be 
manager. Covent Garden: Mr. S. H. Blackaby, from Covent Garden, to be assistant manager 
Malton, Yorks: Mr. M. Hunt, from Pocklington, to be manager on retirement of Mr. B. C. Eason. 
Newton Heath: Mr. J. W. Bell, from Macclesfield, to be manager. Pendleton: Mr. D. O. Robinson 
to be manager on retirement of Mr. W. G. Pearson. Southall: Mr. H. C. Alden, from Hendon, to 
be manager on retirement of Mr. A. W. Mayne. West Bromwich: Mr. P. B. Collins to be manager 
on retirement of Mr. D. R. Lewis. Whitstable: Mr. F. R. Thomas, from Maidenhead, to be 
manager on retirement of Mr. G. H. Thwaites. 
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Banking Statisti 
Trend of “ Risk ’”’ Assets A 
(Figures in italics show percentages of gross deposits) 0! 
‘ I¢ 
Actual Change in: Advances plus Investments » 
({mn.) ({mn.) Ratio 1 
PCE e A ro ee | ee ee 1 
Oct., Nov., Dec.-June, July, Oct., June, July, 1 
1951 1951 1951-52 1952 195! 1952 1952 1 
Barclays: 1c 
Advances... . 308.5 371.0 -— 10.7. — 4.9) 7 
a 29.2 29. | , 
Vo -s 9-3 54.1 61.8 o7r.2 I¢ 
Investments. . es 314.8 425.7 - 16.0 - i 
y 4 25.0 33-6 7 . 
Lloyds: , 
Advances... Ps 345.2 351.1 2.1 - 7.6) 1¢ 
© ; > - 1¢ 
Oo ee ee 30. _ 30 -/ = 60 g — ‘ ; 
Investments. . - 279.6 393.42 - 18.6 -- + 54-6 ete Ig 
| % » - 24-4 32.5 J ‘ 
Midland: 19 
Advances... . 90353 3907.1 -— 30.7. — 1.6) 19 
“Yo ‘a oy 29.6 30.1 ie Pe 19 
Investments. . ee 329.4 433.8 —- 8.5 -— 4-4 19 
y A a 24.9 32.8 J 19 
National Provincial: 19 
Advances... ae 290.3 298.1 -— 10.6 — 9.9) 19 
o;/ - 
rt) - . 35-4 37-2 — ™ 190 
9g 62 62.9 : 
Investments. . i 165.9 230.9 — 30.1 : } 99 tilts : 19 
% 20.2 28.8 J 19 
Westminster: 19. 
Advances... - 248.6 249.5 + 1.0 — 5.6) * 
% . -? 3 ~ 3I 6 5 62.5 er .2 19. 
Investments. . ‘% 209.4 203.0 — 22.5 _—— J7 +4 oe . 19 
 % - - 26.3 33-4 iJ 19. 
District : 10 
Advances os a 60.1 62.0 —- 2.4 a 2.9) 19) 
“0 i is ie ae 56.1 61.7 60.3 ‘ 
Investments. . ws 71.5 91.6 — &.9 : 19. 
% 30.5 38.9 J | 
Martins: 7 
Advances eo _ 89.0 QG1.4 -, Dean _ I .0 ) | 
0 ? > >) 1Q! 
4 y 29.1 29.3 L = - oe 
investments. . - 78.2 102.6 - 43.7 - saitied hin 
“% ‘a be 25.5 33.0 J } 
Eleven Clearing Banks : 
Advances... .. 1,897.0 1,925.2 -— 65.0 — 37.8) 
0 
4 - oa 30.6 ee oi 
— _ 2 dT ' 
Investments. . .- 1,555-2 2,032.7 ~II5.7 -— 0.4 D5+7 03 : 
y 25.1 32.9 J 
Trend of-Bank Liquidity a) 
in 
1951 1952 
Oct. Dec. Jan. March April May June — July 
| on ( o/ ( a of % of yA of 
Liquid Assets* : Wa 
Barclays a Rs -. 40.0 33.8 a:5 st:0 96.5. 96.1 35.0 35.9 
Lloyds - - -. 40.0 32.8 ow a oo oe 33-9 35-4 
Midland és i + MS - Ba 32.9 31.1 32.2 32.8 34.4 34-9 Tre 
National Provincial _» Se’ “24 34.1 4.4 38.3 2.6 34.0 35.0 
Westminster a 3.2 Saud 33-2 31.2 30.9 32.2 34.4 35-9 
District - - .. 38.0 30.4 30.9 30.0 29.5 33-0 = 35-6 38.0 Tre 
Martins _ e: » ee 4.8 34.8 34.1 34.3 37-8 40.8 41.4 
Eleven Clearing Banks... 39.0 33.2 33.8 31.8 31.6 32.9 34.7 35.9 
* Cash, call money and bills. 
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Banking Trends over Thirty Years* 
‘“ Risk ’’ Assets 


Liquid Assets —— iniesmanicciaiidaans 
Net Invest- Combined 





Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. émn. % {mn. {mn. of 
1921 on 1,759 680 38 - 325 833 64 
1922 s 1,727 658 37 — 391 750 64 
1923 bn 1,628 581 35 — 350 701 67 
1924 we 1,618 545 33 — 341 8o8 69 
1925 i 1,610 539 32 — 286 $56 69 
1920 = 1,615 532 32 — 205 SQ2 70 
1927 ov 1,661 553 32 —_ 254 928 69 
1928 ea 1,71! 534 33 —— 254 945 68 
1929 - 1,745 568 32 on 257 9g1 69 
1930 “ 1,751 590 33 — 255 963 63 
1931 o* 3,725 500 32 — 301 919 69 
1932 s 1,748 61! 34 - 348 344 07 
1933 a 1,909 665 34 = 537 759 66 
1934 sla 1,834 570 31 — 500 753 70 
1035 28 1,951 023 31 — O15 709 69 
1936 oa 2,088 692 32 -— 614 § 39 68 
1936 _ 2,160 713 32 --— 643 805 608 
1937 mn 2,225 683 30 -—— 652 954 70 
1938 2,218 672 30 — 637 G70 71 
1939 “te 2,181 648 29 = 608 OGI 71 
1940 ba 2,419 735 31 73 666 955 05 
1941 a 2,863 676 23 495 8o4 858 59 
1942 at 3,159 712 22 642 1,069 797 57 
1943 . 3,554 723 20 1,002 1,147 747 52 
1044 sh 4,022 788 19 1,387 1,165 750 46 
1945 a 4,551 886 19 1,811 1,156 708 4! 
1946 i 4,932 1,250 25 1,492 1,345 S388 44 
1947 6 5,403 1,646 29 1,308 1,474 1,107 46 
1948 we 5.713 1,703 29 1,284 1,479 1,320 47 
1949 - 5,772 1,920 32 933 1,505 1,440 49 
1950 i 5,311 2,345 39 430 1,505 1,003 52 
1951 is 5,931 2,305 38 247 1,624 1,822 56 
1951: 
Oct. os 5,981 2,423 39.1 177 1,555 1,897 55-7 
Nov. Pe 5,973 1,981 32.0 108 2,033 1,925 64.0 
Dec. - 6,035 2,100 Co 102 1,966 1,931 61.5 
1952: 
Jan. wd 5,958 2,092 33.8 66 1,954 1,Q12 62.3 
Feb. on 5,096 1,874 31.9 15 1,944 1,933 65.8 
March .. 5,085 1,872 31.8 —- 1,935 1,940 66.0 
April it 5,715 1,895 31.6 --- 1,934 1,953 64.9 
May oie 5,697 1,944 32.9 — 1,932 - 1,891 64.8 
June ay 5,817 2,106 34-7 - 1,917 1,860 62.3 
July a 5,844 2,175 35-9 - 1,917 1,523 61.7 


* Ten clearing banks for 1921-35, thereafter eleven; the first, and italicized, line for 1936 
adjusts the official figures to exclude the District Bank, and thus helps to join the break in con- 
tinuity of the series. 





Floating Debt 


Aug. 18, July 26, Aug. 2, Aug. 9, Aug. 16, 
1951 1952 1952 1952 1952 
Ways and Means Advances: #m. fm. ém. ém. fm. 
Bank of England .. ‘a — 2.3 — 1.0 — 
Public Departments ea 296.6 285.5 264.5 205.5 279.8 


Treasury Bills: 


Tender aa i ‘4 3230.0 3000.0 3020.0 3040.0 3030.0 
Tap ” 6 2212.0 1459.5 1430.3 1403.3 1450.6 
Treasury deposit receipts 355-0 —— = : - 


6093.6 4747-3 4714-7 4709.7 4700.4 
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National Savings 
(£ millions) 

















Savings Savings | 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(met) (net) (met)* Small (met) (met) (net)* Small 
1947 IV 16.4 — 25.I 17.2 8.5 1950 Aug. .. - 4.1 - 2.3 - 0.8 - 7.2 
Sept... -— 4.8 2.7 5.1 - 2.4 
< - 1.2 2.2 ‘ 
1948 I 29.4 - 29.9 54.6 54.I ae oe I. age 8.8 5-4 
II - 2.3- : 2 13.7 - 19.8 IVGeY s «% =~ 3.@ a. / . Ya -.0 
III i oe oe Ee Dec. .. — 4.4 2.4 —-16.8 — 23.6 
IV -7.2- 5.8 8.3 - 4-7 1951 Jam. .. = 1.5 2.0 15.0 185 
Feb. .. 19.3 2.I - 5.9 15.5 
1949 I 7.3 - 1.4 152.2 £58.1 Mar. .. 9.7 3.8 - 5.8 7.7 
II ~hg- he 8.6 6.7 April .. 7.9 o.2  ~*t.a 6.1 
III -~7.6- 4.8 - 2.7 -15.! May .. 2.7 O.I 14.7 - 12.1 
IV -8.9 - 5.I - 3.2- 17.2 June : 4.9 0.2 -12.8 - 74 
July ‘2 0.7 -16.8 — 16,3 
£950 I - 5.5 - Q.!I 36.6 22.0 Aug. ‘ Re 5-1 — 4.9 — 10.2 
I] -10.9 - 9.6 6.4 — 14.1 Sept. .. 0.3 4.5 9.9 3:7 
eel -13.6- 7.5 —- 2.4 —- 23.5 Oct. = I,O yaa I2.3 6.0 
IV - 8.6 - 7.3 - 4.3 —- 20.2 Nov... - 0.3 5-7 3.59 - Ba 
Dec. .. -— 0.8 8.4 -17.1 26,3 
(951 I 27.5 3.9 $.3 34.7 1952 Jan. .. 0.2 4.0 7.5 3.7 
I] 15.3 - -I — 28.9 — 13.7 Fed. .. Pe, 7.3 2.3 ~- 3a 
III I.O0 — 10.3 -— II.5 — 20.8 Mar. ‘3 2.9 15.9 5-5 - 6.7 
IV -—O.8 + 28.4 - 1:0 — 22.5 April... - 2.6 7.1 5°4 - 4.3 
May .. - 3.8 11.6 — 5.6 — 21.0 
1952 ~&#O/ 5.0 — 27.2 15.3 6.3 June .. L.5 7.2 — 4.2 — 12.9 
Il - 7.9 — 25.9 4.4 — 38.2 July .. -— 3.7 7.7 —18.3 — 29.7 
* Including Release Benefit Accounts from July, 1945. 
. . , 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit ~~ +--+ ++ _-_-_--- --~ - at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold American in 
Credits 1.M.F. Loan Aid Reserves 
1946 QgOds [12. —~ + 220 20900 
1947 4131 3273 240 — — 618 2079 
1948 -1710 352 125 325 6582 — 22: 1856 
1949 1532 116 52 1196 — 163 1085 
1950: S05 45 : — 762 + IOI2 3300 
IQ51: 
| — 300 98 458 3758 
I] 54 55 +- 109 3807 
II] 635 40 — 598 3269 
IV - 940 - 6 —- 934 2335 
Total, 1951 [164 199 — 965 2335 
1952: 
January 299 299 2030 
lebruary . 2660 — 266 1770 
March 71 - I —- 70 1700 
I 630 - I — 6035 1700 
April 63 25 - 38 1662 
May - 65 SI 16 1678 
June — 88 95 7 1685 
II — 216 —- 201 - I5 1035 
July —- 30 - — OL - 3 1716 
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THE STANDARD BANK OF SOUTH AFRICA 





Continued Business Activity 





Mr. John Nicholson Hogs’s Statement 





HE 139th Ordinary Meeting (being the 

Annual General Meeting for the year 

1952) of The Standard Bank of South 
Africa Ltd. was held on July 30 in London, 
Mr. John Nicholson Hogg presiding. 

The following is an extract from his cir- 
culated statement: Before dealing with the 
balance sheet and the results of the year I feel 
that I should draw your attention to certain 
proposed changes in the capital structure of 
the company. Resolutions will be laid before 
you at the annual general meeting which, 1f 
passed, will increase the authorised capital of 
the company by £5,000,000 and will also make 
changes in the nominal amount of the present 
shares and in the liabilities attaching thereto. 


In comparing the balance sheet now before 
you with that of last year, you will note that 
the principal movement is in the figure for 
advances which at 4114 million is almost £30 
million higher than a year ago. The items 
“bills of exchange purchased’ and “ cus- 
tomers’ bills for collection ’’ have also increased, 
by ft million and £2 million respectively. 
These increases resulted from a relaxation in 
1951 of the restrictions on imports into the 
Union of South Africa, which led merchants 
and traders to build up their stocks. We have 
been at pains to try and ensure that these 
increased facilities were used for genuine trad- 
ing transactions and not for speculative or 
long-term capital purposes. It is perhaps 
worthy of note that even before the end of our 
financial year there was a modest falling off in 
our advance figures, and since March this 
tendency has been maintained. 

The other movements in our assets, partly 
due, of course, to the increase in advances, 
have been a reduction of £17 million in our in- 
vestments, and of £8 million and ¢10 million in 
our cash items and bills discounted respectively. 

On the liabilities side the one movement of 
importance is a small drop in the total of 
current deposit and other accounts. This is 
{4} million less than the previous year. 


Profit and Loss Account 


You will note from the profit and loss account 
that after providing for taxation and after 
making a transfer to the credit of reserve for 
contingencies, out of which reserve provision 
has been made for diminution in the value of 
assets, the profit amounted to /911,999, that 
Isto say, 102,775 more than last year. Adding 
in the balance brought forward, there is a total 
of {1,082,872 with which we have to deal. 
Uut of this an interim dividend of 7s. per 
share was paid on January 27, 1951. From 
the balance remaining, £990,997, there has 
been allocated £200,000 to bank premises, 


leaving £790,097 to be appropriated. It is 
recommended that £400,000, the same as last 
vear, be transferred to the officers’ pension 
fund and that a final dividend of 9s. per share, 
together with a bonus of 4s. per share be paid, 
leaving £220,372 to be carried forward to next 
vear's accounts. Together with the interim 
dividend, this final dividend and bonus will 
amount to 20s. per share, thus repeating the 
distribution made for 1950-51. 

With the balance sheet of the bank there are 
also presented the accounts of our wholly- 
owned subsidiary, the Standard Bank Finance 
and Development Corporation, Ltd. From 
these it will be seen that after deduction of 
taxation a net profit of /11,454 remains. 
There was brought forward from last year 
a sum of £15,751, and this, together with the 
profit for the current year, amounting in all 
to £27,204, 1s carried forward to the next 
accounts. The corporation continues, we 
believe, to serve a useful purpose and the 
results disclosed are, I think, satisfactory. 


South Africa 


In the Union of South Africa the year 1951 
saw continued business activity and industrial 
expansion. The principal changes in the 
economic conditions in the country during the 
year arose from the adverse balance of external 
payments, which followed a relaxation of 
controls, and the inflationary pressures which 
made themselves felt with increasing force. 
In terms of values, there was a very sub- 
stantial increase in imports during the year. 
Exports were higher by a smaller figure and 
the visible trade deficit was much larger than 
in 1950. <Although the flow of investment 
funds from overseas continued at about the 
same rate as in 1950, the present difficulties 
of other countries may well result in a lessening 
of the flow of capital funds to the Union. The 
decline in the price of wool will have an 
important effect on external earnings during 
the current year. 

Internal trading during 1951 was stimulated 
by the increase in the volume and range of 
stocks, both imported and home produced, 
and by high earnings in farming, mining and 
the secondary industries. 

The statement then reviewed at length the 
conditions in Southern Rhodesia, Northern 
Rhodesia, Nyasaland, South-West Africa, The 
East African Territories, Kenya, Tanganyika, 
Uganda and Zanzibar. 

The report and accounts were adopted. 
Resolutions altering the Articles of Association 
and increasing the capital of the company to 
#15,000,000 by the creation of 5,000,000 new 
shares of 41 each were approved. 
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CHUBB & SON’S LOCK AND SAFE 





COMPANY 





Steady Progress 


Mr. H. Emory Chubb’s Review 





HE sixty-ninth annual general meeting 

of Chubb and Son’s Lock and Safe 

Company, Ltd., was held on August 13 
at 40-42 Oxford Street, London, W., Mr. H. 
Emory Chubb, C.B.E., M.I.Mech.E., chairman 
and managing director, presiding. 


The following is an extract from the chair- 
man’s review which has been circulated to the 
shareholders with the report and accounts for 
the year ended March 31, 1952, and was taken 
as read: 


Once more I am able to report steady pro- 
gress in the affairs of your company. Last 
year in my review I referred to the effect of 
our expanding trade activities, which, this 
vear, has been even more marked. In August 
last we issued further Ordinary shares which, 
together with the premium on issue, amounted 
to some £59,000, and in October we rec2ived 
£50,000 from the private issue of Unsecured 
Notes. In spite of these additions our bank 
overdraft and sundry creditors have further 
increased. 


Fixed assets have been most conservatively 
valued, depreciation amounting to £32,630 
having been written off during the year. The 
effects of this policy can be illustrated in the 
holding company’s balance-sheet where fixed 
assets of 491,996 are valued, for fire insurance 
purposes, at £370,400. 


In common with all expanding businesses 
our stock and work in progress has risen... Asa 
provision against a possible fall in steel prices 
we have increased the stock depreciation 
reserve to 420,000. 


The Australian Subsidiary 


During the year it was thought wise to re- 
form the Australian subsidiary as a company 
registered in Australia, the detail of which was 
finalised by the Hon. G. C. H. Chubb, who 
visited Australia during last August and Sep- 
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tember. It remains a fully owned subsidiary, 
but whereas its issued capital was small, being 
supplemented by a large loan from the parent 
company, the capital has now been brought 
into line with the scale of operations. This has 
meant that in addition to converting the loan 
into shares, it has been necessary to capitalise 
reserves and the balance on the profit and loss 
account. 


Further capital was also subscribed during 
the year to our South African company. 


Profit and Allocations 


The consolidated trading profit is £184,915, 
the net profit being £106,729. Taxatton at 
{60,454 1s again very large. After adding back 
revenue reserves no longer required, following 
the conversion of the Australian company, 
there is available £62,417. The directors recom- 
mend ‘the transfers to reserve of £45,000, and 
the payment of dividends at the same rate as 
last year which absorbs £16,065, leaving £1,352 
to be added to the carry-forward, which now 
becomes £17,222. 


During the year under review we have been 
hampered by material shortages and _ rising 
prices, not all of which have been passed on to 
our customers. 


In common with other manufacturing enter- 
prises we are feeling the incidence of abnormal 
taxation, and are being compelled to restrict 
our programme of capital expenditure and 
replacement of machinery. Onur factory here is 
working to capacity and whilst we could sell 
more goods than we are able to turn out we 
shall not be in a position to produce all we 
would wish until further extensions to buildings 
and plant are made. This matter will be in the 
forefront of your directors’ deliberations during 
the present year, and if it is decided that such 
expansion is wise the question of available 
capital will have to be further considered. 
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Progress of Lock Business 


Our lock business has made much progress, 
and | venture to think that our name as 
locksmiths, which was universally known fifty 
years ago, but which was less heard of between 
the two wars, has now recaptured its position 
of supremacy. 


There are great potentialities for expansion at 
home of sales of our certified record protection 
equipment which, as you know, consists of 
filing and door cabinets built to resist fire. But 
it is impossible for us to take advantage of 
this so long as our intention is that our exports 
must be greater than the volume of our home 
trade, which has. been achieved in the vear 
under review. 


Rearmament 


To the rearmament programme we have 
given much attention and I am pleased to say 
that our efforts have been appreciated by 
those in authority. Work on certain projects 
has been successfully carried out and the 
foundation laid for a department which could 
be rapidly expanded should an emergency 
arise. 


Outlook 


With regard to the future and without being 
unduly optimistic, I see no reason why the 





progress of the company should be curtailed 
unless any unforeseeable conditions fall upon 
us, and it 1s my hope that some alleviation of 
the penal burden of taxation may be felt in the 
years to come, and thus allow us to further 
renew our machinery, to increase our reserves, 
and eventually to be of greater benefit to our 
shareholders than in the past. 


It is my hope that the increased turnover 
of the parent company may be maintained 
during the coming year in spite of restric- 
tions in certain countries. I have no doubt 
but that in course of time these contrary 
influences will be overcome and I believe that 
during the past year our goodwill has been 
increased and the potentialities for business in 
normal times enhanced. 


Tribute to Staff and Workmen 


In conclusion I would say that the balance- 


Sheet results could not have been achieved 


without the sympathetic and loyal co-operation 


of the staff and workmen, to whom the directors 
extend their very sincere appreciation. 


The report and accounts were unanimously 


adopted, and aresolution was passed increasing 
the authorised 
£350,000 by the creation of 650,000 additional 
Ordinary shares of 4s. each. 


capital of the company to 








Incorporated in India. 


Paid Up Capital 
Reserve Fund ...... phe tb an 


BOMBAY CALCUTTA 
IPOH . MALACCA 


MADRAS 
PENANG 





THE 
INDIAN OVERSEAS 


Authorised Capital .......... eee aes .... Rs. 100,00,000 


Subscribed Capital ......... 
bap iaees ..Rs. 48,93,000 


Head Office: 
ESPLANADE, MADRAS 


Branches at: 
and throughout South India. COLOMBO 
KUALA LUMPUR 


London Bankers: 
MIDLAND BANK LTD 
CHASE NATIONAL BANK OF THE CITY OF NEW YORK 


Agents in the Principal Commercial Centres of the World. 
and for those who trade abroad, the Indian Overseas Bank Ltd., is particularly well equipped to deal with 
their requirements. 


BANK LTD. 


Established 1937 


eee ......Rs. 50,00,000 


.Rs. 15.50,000 


SINGAPORE 


BANGKOK RANGOON 


Every description of Banking Business Transacted 
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UNITED DOMINIONS TRUST LIMITED 





Record Turnover and Profits 





Mr. J. Gibson Jarvie on National Conditions 





HE 30th annual general meeting of 

United Dominions Trust Limited was 

held on August 12 at Regis House, King 
William Street, London, E.C. 

Mr. J. Gibson Jarvie, the chairman, 
course of his speech said: 

Since we last met we have had a General 
Election following which I[ think we were 
entitled to see some radical changes in Govern- 
ment policy. So far as one can see singularly 
little has been accomplished. In spite of all 
the restrictions with which we have had to 
contend, your company has contrived to 
produce another record year both in profits 
and in the volume of business handled. But 
what a year it could have been under free 
enterprise! 

I wonder how many people in this country 
actually realise how far we have gone towards 
becoming a Totalitarian State. There are 


in the 


controls in every industry which place almost 


supreme power in the hands of Government 
Departments and, in certain cases, in the hands 
of the Trade Unions. I can think of no 
business in which those engaged in it may 
follow their own bent and act according to the 
training and traditions which built up the 
business. Even a manufacturer producing 
goods for export and rearmament has to wait 
many weary months for permission to extend 
his factory. That was the position with our 
subsidiary, The Laystall Engineering Company 
Limited. We had to wait five months for a 
licence to extend one of our factories and we 
only got it then because we forced the issue. 
We therefore lost five months’ output and the 
nation lost five months’ production! That is the 
position under Governmental red-tape methods 
to-day. There are so many departments, and 
so many divisions within departments, which 
insist on being consulted. It is true to say 
bitterly true—that because of Governmental 
interference the manner in which business is 
being conducted in Britain to-day is wasteful 
in time, money, labour and patience. 


Commune s Right to Expand 


I have seen it suggested in one or two news- 
papers that our future volume of business may 
be affected by the Government's restriction of 
credit. To me that seems unlikely. I cannot 
see any diminution of demand for our services, 
nor can I see any possibility that we will be 
unable at any time to serve our customers. 
Therefore, I can see no reason why your com- 
panies should not continue to grow. It is 
precisely because of my expectation of a con- 
tinued steady growth in our various businesses 
that I want to establish the Company's right 
to add to its capital. There is neither logic 
nor common sense in the Capital Issues Com- 
mittee’s refusal to allow us to make an issue. 
The committee is a part of that bureaucratic 
body which rules over us to-day. 

The active Government of the country would 


appear to have been usurped by the bureau- 
crats and, so far as I can discover, the nominal 


Government accept the position and are making 4 


no serious attempt to bring us back to that 
freedom for enterprise to which they pay lip 
service. 


Need for Leadership 


[ believe that the country is hungry for a J 


lead; not the kind of lead which merely says 
that we must work harder and export more 
and that we are turning the corner. 
not leadership. 


it is spoken and they want it now. 


t 


that there will have to be harder work—real ~ 


work—and longer hours for the same pay, 
But it isn’t enough to keep repeating that. 
New 
devised and ordered. 
to be cut: 
that. But better some uncomfortable things ~ 
now than disaster later. If present conditions © 
continue for any length of time, I shudder to ~ 
think what may be the quality of the next — 
generation, even if we survive. There is not | 
a worth-while practical man or woman in the # 
country who is not near despair through sheer ~ 
frustration and disappointment with purely 
negative leadership. There was a time, too,” 
when the people of this country could raise 
their voices on vital issues and compel the | 
Government to take notice. But even that 
day seems to have gone. Has this persistent] 
frustration, this regimentation, made us $0 
apathetic that we are incapable of speaking upa 


for ourselves ? 
Free Enterprise 


I regret that I should have found it necessary® 
again to bring politics into my annual general] 
meeting address but, as I have said, we live im} 
strange and extraordinary times. Time wage 
when British Governments confined them# 
selves to governing and when business wag 
left to the men engaged in business. It | 
under these conditions that we became strof x 
industrially, commercially and financially andy 
in consequence, a great power in the worlds : 
It was the people ‘by their genius and theif 
labour under free enterprise who created 
prosperous Great Britain. 

In conclusion Mr. Jarvie said: 


Is there ney 
group of men in the City who could give a le 

by banding together to demand the treedodl 
without which our situation is hopeless—a bo f 
of men strong enough to secure the scrapping 
of that gigantic machine which has grown up 


almost while we slept—a machine “which i 
itself the greatest drag on our recovery, yet 
which rules us absolutely to-day ? Can we 10& 
have done with theory and get down again i 
the bedrock of incontrovertible fact ? Tiel 
will tell but time is short. 

The report was adopted. 





That igs | 
The British people have an 4 
uncanny capacity for knowing the truth when ~ 
We know 


working arrangements will have to be™ 
Social services may have | 
we must make up our minds to | 


Sr See ee 
Rock sabbboy + aaa 


cS, 








i 
Mi 


ES aR 


shad 





